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INTRODUCTION 


The Standing Committee on Finance and Economic Affairs is pleased to present 
its recommendations and comments concerning the economic and fiscal priorities 


for the 1995 Ontario budget. 


The Committee’s pre-budget consultation process began on February 6, 1995, and 
ended on February 15, 1995. As in the past, presenters from banks, consulting 
firms and related organizations were invited to provide economic projections for 
the province over both the short- and long-term. The Committee heard oral and/or 
received written submissions from the Royal Bank, the Bank of Montreal, Leo de 
Bever from the Ontario Teachers’ Pension Plan Board, the Conference Board of 
Canada, DRI/McGraw Hill, and the Canadian Imperial Bank of Commerce 
(CIBC). Presentations were also made by the province’s Minister of Finance, staff 
from the Ministry of Finance and, for the first time, the provincial auditor. The 
province’s principal transfer recipients, the MUSH sector (municipalities, 
universities, community colleges, schools, and hospitals), and representatives of a 


number of broader public and private sector organizations appeared as well.' 


The contributions made by the groups and individuals who participated in this 
year’s consultation process were of invaluable assistance to the Committee. The 


Members appreciate the time and consideration taken to prepare their submissions. 


Witnesses presented the Members with a tremendous challenge; how can Ontario 
develop an environment conducive to investment and the creation of jobs, that 
responds to the changing demands made of our workforce, is sensitive to the 
needs and aspirations of members of different segments of society, and preserves 


the key elements of our social and health care networks. 


' A summary of the recommendations made to the Committee is available from the Committee 
Clerk’s Office, 


ECONOMIC SUMMARIES AND FORECASTS 


The economic summaries presented to the Committee this year indicated that 1994 
was a turnaround year for the Ontario economy and that growth is expected to 
continue this year. Those forecasters who provided provincial projections 
preferred to look at the short-term, two years at most.? Many of the presenters 
discussed particular broader themes: the provincial budget, deficit and debt, the 
federal budget, the referendum in Quebec, the policies of the Federal Reserve in 
the United States, and the possibility of another recession. A look at the past year 
will be followed by an overview of these themes, and.a survey of projections the 


Committee heard will close the discussion of summaries and forecasts. 


The Past Year 


The Bank of Montreal described Ontario’s growth rate in 1994 as one of the 
strongest in the country. The CIBC told the Committee that the province grew at 
a faster rate than the national average, probably close to 4.5% of real GDP. The 
Minister of Finance agreed with the CIBC’s figure, while DRI/McGraw Hill felt 


the rate was closer to 4.1%. 


There was positive news on the employment front as well. The Royal Bank 
reported a 3% increase in 1993/94. The Conference Board of Canada said that 
124,000 had been put to work in full-time jobs since June 1994. According to the 
Minister of Finance, figures on employment growth from February to December 
1994 were among the strongest they had been in six years. Ministry figures, 
based on Statistics Canada data, indicated that 186,000 new full and part-time jobs 


had been created from February 1994 until the end of the year.’ Manufacturing 


* Projections presented to the Committee were made prior to the release of the federal budget 
on February 27, 1995. 


> The same chart in the Minister’s presentation noted that revised data indicated 196,000 new 
jobs had been created in that same time period. 


led the way in employment growth, followed by consumer and business services, 


and construction. 


Credit for the positive news was given to exports and investments. The lower 
dollar and rise in demand in the United States led to increased activity in the 
manufacturing sector. The CIBC told Committee members shipments of virtually 
all manufactured goods jumped over the first 10 months of the year. Specific 
reference was made to motor vehicles and auto parts. The Conference Board of 
Canada said that strains on capacity and employment in the manufacturing sector 


had forced firms to begin hiring. 


The Minister of Finance reported that intended investments in machinery and 
equipment reached an all-time high of $20.8 billion in 1994. Statistics from July 
1994 showed that Ontario had the second highest provincial level of public and 
private investment in machinery and equipment. (British Columbia came first.) 
The Minister also said that consumer confidence in 1994 was the highest it had 
been in five years. The Conference Board told the Committee that consumer 
confidence in Ontario had moved up four index points in the fourth quarter of 
1994. With that increase, the province had experienced six quarters in a row of 


steady increases in confidence. 


Leo de Bever from the Ontario Teachers’ Pension Plan Board added a cautionary 
note to the good news. The recovery was half as slow as that coming out of the 
previous recession. Profits had been hit harder than in any recession since the 


1930s. 


Provincial Budget, Deficit and Debt 


In his presentation to the Committee, the Minister of Finance stated that the 
government’s goal was to have a balanced operating budget by 1998/99. It 
planned to have a deficit of $8.3 billion as of the third quarter of 1994/95, $6.5 
billion in 1995/96 and a $4.4 billion deficit in 1996/97. The Ministry made 


projections for 1997/98 and 1998/99; a $2.4 billion deficit in the former and a 
deficit of $.5 billion (with a $1.3 billion operating surplus) in the latter. 
Budgetary capital expenditure in 1997/98 and 1998/99 was assumed to be $1.8 
billion.* Members were told that the deficit had dropped 30% in the past two 
years. The Minister also reported that program spending had gone down two 
years in a row, for the first time in 50 years, and that government overhead costs 


had decreased by 16% in the last three years.° 


The Minister provided Committee members with revenue projections for 1994/95, 
1995/96 and 1996/97. The following figures were based on the third quarter 


finances and the Ontario Economic Outlook 1994-98. 


ee 1994-95 - 1996/97 (billions) 


Toa Taxaion | saat | 836.6 | 39.1 


*Note: These figures were provided by the Ministry; this column does not 
add correctly. 


TOTAL REVENUE 


Every forecaster spoke to the issues of public deficit and debt and/or the Ontario 
budget. The remarks of those who commented on the Provincial Auditor’s 
concerns about the budget reporting system have been included for consideration 


in the next section of the report. 


* The Ministry projections were based on the assumption that there would be no tax increases. 


> The Minister’s presentation included a graph depicting average annual growth in program 
spending (operating) in 1980/81 to 1984/85, 1985/86 to 1989/90 and 1990/91 to 1994/95. Nominal 
growth in those periods was shown as 11.5%, 9.7% and 2.8%. Real growth was presented as 2.9%, 
4.5% and 1.0%. Public debt interest was excluded from the calculations. 


The Royal Bank included a table of fiscal indicators for Ontario in its brief. The 
"restated" budgetary deficit figures for 1994/95, 1995/96 and 1996/97 were $10.2 
billion, $8.4 billion and $6.3 billion, respectively. The Royal felt these were 
overly generous projections. Even assuming 3% growth, it said the 1996/97 
deficit would be a rough calculation of $9 billion rather than $6.3 billion. The 
Royal echoed the sentiments of many when it said that something should be done 
about the deficit now when times are good and before another downturn. It went 
on to say the province had a deficit rather than a spending or revenue problem and 
that increased taxation would have a cost. Cuts in taxes could generate income 
and spending, if other variables were held constant, but the focus should remain 


on the deficit. 


Leo de Bever was doubtful that the provincial debt would be under $115 billion by 
the year 2000 even if headway was made in terms of reduced spending or finding 
other sources of revenue. He said that the debt was approximately $90 billion at 
present. The CIBC told the Committee that during the last period of growth, 
deficits came with tax increases. The public and financial markets will not take 


that again. 


According to the Bank of Montreal, the critical problem is the accumulated debt. 
The debt to GDP ratio has more than doubled since the 1980s. If the plan for 
deficit reduction laid out in the last budget is carried out, the ratio will still rise by 
the end of the year. Investors and analysts take a closer look at Ontario’s budget 
because it is the largest provincial economy. Because of its size and strength, the 
province’s economy is thought to have an ongoing structural rather than a cyclical 
problem. The Bank went on to describe keys to credible fiscal policy and made a 
series of recommendations. The latter included cooperation with the federal 
government and other provinces on social reforms, setting credible targets for 


deficit reduction and balancing the budget a year earlier than planned. 


The Conference Board looked at the fiscal record of all levels of government 


together. (Ontario affects the federal government and vice versa.) Last year 


$62.1 billion was added to the national debt; this year it will be another $58 
billion. The debt to GDP ratio has hit 100%. Even during times of growth, it 
has not declined. An interest rate premium will continue to be paid unless foreign 


debt is brought down and constitutional issues are resolved. 


Other Themes 


The upcoming Quebec referendum on that province’s future relationship with the 
rest of Canada has had a destabilizing effect on the nation’s economy. It is a 
concern to domestic and foreign investors and analysts, as well as ordinary 
Canadians. Leo de Bever expressed concern that there was no Plan B in place in 


the event of a ‘Yes’ vote. 


The federal budget has been the focus of national and international attention. 
Observers at home and abroad were anxious to learn whether and how the federal 
government would meet its deficit reduction target. The provincial Minister of 
Finance wondered if the budget would support jobs and growth or undermine 
Ontario’s recovery. How would transfer payments to the provinces for health, 
education and social services be affected?° Would measures be enforced with a 
sense of fairness? One forecaster suggested that offloading or decentralization of 


services could improve efficiency. 


Several forecasters made reference to the United States Federal Reserve’s attempts 
to control inflation in that country by raising interest rates. The American 


economy was described as doing too well, growing too quickly. Any attempt to 


° The Minister’s presentation included a graph depicting the federal government’s share of 
support for social assistance, health care and higher education in Ontario between 1979/80 and 
1993/94 (estimate). In 1979/80, its share of social assistance spending was 50%; it was estimated 
to be between 25% and 30% in 1993/94. (A chart in the same presentation indicated the federal 
contribution for 1994/95 was estimated to be 29%.) Health care and higher education were funded 
at approximately 50% in 1979/80. The figure fell to between 30% and 35% in 1993/94. A second 
graph showed the federal government’s percentage share of social assistance spending in the 10 
provinces in 1994/95. Ontario and British Columbia, at 29% and 31% respectively, were the only 
jurisdictions which did not receive 50% federal funding. 


dampen its progress will have an effect on Canada for political, fiscal and 
geographical reasons. DRI/McGraw Hill acknowledged the possibility of slower 
growth in Canada but also referred to our greater output gap, which implies lower 


inflation and strong growth potential. 


The subject of U.S. growth leads to a final theme, the possibility of another 
recession. Some forecasters spoke of two years of expansion after 1995 and then 
another major downturn. The reasons for this included the fact that the recovery 
had been going on for some time now and history suggested a downturn could 
happen again. Another forecaster suggested that business cycles do not usually 
last longer than five years and that current improvements are cyclical rather than 


structural. 


The Future 


Forecasting organizations provided a limited number of short-term economic 
projections for Ontario. The Ministry of Finance has made projections for a four- 
year period, 1995 to 1998.’ Specific and general comments about seven variables 
(real growth, employment, unemployment, CPI/inflation, interest rates, the 


Canadian dollar, and housing) are summarized below. 


Three of this year’s forecasting organizations prefaced their economic projections 
with assumptions. The Royal Bank added three caveats to what it referred to as a 
rosy outlook: (1) the federal budget would meet its deficit target; (2) there would 
be no change in the country’s political arrangements; and (3) the U.S. economy 


will slow down, but not too much. 


The Bank of Montreal made three very similar assumptions: (1) most Canadian 


governments will address their fiscal imbalances; (2) separatism will be rejected in 


’ Ministry of Finance projections were taken from the Ministry’s presentation to the Committee 
and from the Ontario Economic Outlook 1994, released in November 1994. 


Quebec; and (3) American growth will slow down and the U.S. Federal Reserve 
will increase the federal fund rate at least one more time. (This will raise short- 


term rates and have a spillover effect on Canada.) 


The Conference Board of Canada assumed that the federal government would 
meet its deficit target in 1996/97. In its 1995 projections, the Conference Board 
took $.5 billion from federal transfers to the provinces and $2.1 billion from 
federal spending on goods and services. A further $2.2 billion was taken out of 


goods and services spending in 1996. 


Real Growth (GDP) 


According to the CIBC, Ontario will lead the other provinces in terms of growth 
for the next two years but will be under pressure to improve its fiscal position. 
The Minister of Finance reported that Ontario’s 1995 to 1998 projected average 
annual growth rate of 3.9% would outpace that of Canada and the other G-7 
countries.* Real growth projections for Ontario in 1995 fell between 3.7% and 
4.5%. The increase will be export-driven, particularly as a result of 
manufacturing activity and continued growth in the U.S. Forecasts for growth in 
1996 ranged from 3.6% to 4.5%, the second number being the Ministry’s 
projection. The Ministry’s projections for 1997 and 1998 were 4.4% and 3.9%. 
The Royal Bank felt an average annual growth rate of 3% was more realistic 


between now and 1998. 


Emphasis was placed on the role of the automotive sector in Ontario’s economic 
future. The Minister of Finance reported that investments remained up through 
the recession and that $5.5 billion worth of projected or announced expansions 


have or will take place between 1992 and 1997. Leo de Bever warned that 


® The Ministry’s sources were listed as its own survey of forecasts for Canada and Ontario, and 
itself, consensus forecasts and blue chip economic indicators for the other G-7 countries. 


reliance on the auto sector could provide a false sense of security. While it may 


be one of the strongest sectors at the present time, it operates in a cyclical market. 
Employment 


The Ministry of Finance’s projections call for provincial employment to grow by 
3% in 1995, 2.9% in 1996, 2.7% in 1997, and 2.6% in 1998. Over that same 
period of time, the Minister of Finance expected the creation of an annual average 
of 142,000 new jobs. One forecaster predicted a national average of 3% 
employment growth in 1995. The Conference Board said it was forecasting a year 
over year increase of 335,000 jobs in Canada in 1995. Another forecaster 
expected Ontario’s gains to surpass 3% as 1994’s momentum would carry over 
into this year and the next. Improving employment was described as the back 
bone of income gains, but real incomes are growing slowly due to high debt 
burdens and low savings rates. Ontario’s employment situation was seen as being 
more volatile because it grows faster during a boom and falls faster in a 


downturn. 
Unemployment 


The Royal Bank felt that unemployment in Ontario will fall to the 8% range this 
year. The CIBC made a similar projection of 8%. DRI/McGraw Hill was more 
optimistic at around 7.5%. The Ministry of Finance predicted 9% in 1995, 8.7% 
in 1996, 8.3% in 1997, and 7.8% in 1998. Other forecasters felt that the rate 
would drop gradually, despite the gains in employment, because the labour force 


is growing as people enter it for the first time or return. 
Inflation 


The Ministry of Finance’s projections for provincial CPI/inflation went from 1.3% 


in 1995, steadily rising to 1.8% in 1998. Others felt the national level would be a 
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bit higher over the short-term, probably in the 2% range. One forecaster saw it 


rising to around 3% by the end of 1996. 


Interest Rates 


Interest rates were considered subject to the assumptions made earlier in this 
section. The Royal Bank felt they were close to their peak, with some 
nervousness leading up to the federal budget and the Quebec referendum. Leo de 
Bever predicted they will continue to be high while those in the U.S. may back 
down somewhat. The Bank of Montreal said there would be turbulence with the 
referendum but rates would start to go down in the second half of the year. 
Short-term rates would be down to approximately 6.5% by the end of 1995 and 
below 6% by the end of 1996. Long-term rates would be down to close to 8% by 
the end of 1995 and to 7% by the end of 1996. 


The Canadian Dollar 


There seemed to be agreement that the Canadian dollar could strengthen once 
fiscal and referendum concerns ease. An undervalued currency was considered 
good for exports but less desirable for our standard of living. A stronger dollar 
will reduce our competitiveness. The Conference Board said the currency was 
seriously undervalued for political reasons and because foreigners do not have 


confidence in our being able to pay our debts. 


Housing 


The Conference Board predicted a slight but anemic increase in starts in Ontario 
this year. Growth will be dampened by high interest rates. The Ministry of 
Finance projected housing starts of 54,000 in 1995, 68,000 in 1996, 75,000 in 
1997, and 78,000 in 1998. 


ECONOMIC AND FISCAL POLICIES 


The economic summaries and projections presented by the Minister of Finance 
and the other forecasters provided Committee members with a better appreciation 
and understanding of the submissions made by the other witnesses. This was 
certainly the case with those which contained comments and recommendations 
dealing with the province’s fiscal and economic policies. The Committee heard 
differing points of view on a wide range of issues. Even with these differences, a 
series of themes emerged from the submissions. This section will look at seven 


themes the Committee felt deserved special attention. 


The Committee recognizes and appreciates the role played by external factors, for 
example interest rates, in the development and implementation of the province’s 


fiscal and economic policies. 


Provincial Deficit and Debt 


Like the forecasters, many witnesses voiced concern with the province’s deficit 
and debt. The government was advised to establish clear fiscal priorities and 
implement an explicit debt reduction strategy. Postponing cuts was seen as leading 
to the possibility of further provincial rating downgrades, higher borrowing costs, 
greater deficits, and so on. A further request was made to balance the budget 
within three years. Other witnesses spoke of the negative implications of high 


levels of foreign debt. 


Deficit Reporting 


Deficit and debt were of particular interest during this year’s consultations due to 


the participation of the Provincial Auditor.? He appeared in order to urge the 


* This was the Provincial Auditor’s first appearance at the Standing Committee on Finance and 
Economic Affairs’ pre-budget consultations. 
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Minister of Finance to improve the financial information provided in the budget. 
Most of the key financial decisions made by legislators are based on the budget. 
While he told the Committee that he did not want to and should not audit the 
budget, the Auditor felt it was important that decisions to reduce the deficit be 


based on reliable financial and operational information. 


In his audit of the 1992/93 provincial public accounts, the Auditor qualified his 
opinion of the province’s financial statements. He felt the statements, the result of 
modified cash accounting procedures, were a fair presentation of the financial 
position of the province’s consolidated revenue fund (CRF), "except for the failure 
to record expenditure in the year in which it has been incurred." He recommended 
that during the 1993/94 fiscal year the government base its financial statements on 
the recommendations of the Public Sector Accounting and Auditing Board 
(PSAAB) of the Canadian Institute of Chartered Accountants. (His audit of the 
1993/94 statements was based on those recommendations.) The recommendations 
considered to have the most significant impact included "reflecting revenues and 
expenditures on an accrual basis of accounting" and "the inclusion of all 


organizations owned or operated by the government."'? 


The Minister of Finance responded to the Auditor’s recommendations in October 
1993. He agreed that government accounting practices could be revised to reflect 
advances in public sector accounting practices. Implementation of the PSAAB 
recommendations represented a major shift in established practices and would be 
time-consuming and challenging. Ministry staff would analyze and evaluate the 
impact of implementation for the year ending March 31, 1994, and strive to 


introduce change in that fiscal year.'! 


'° Ontario, Ministry of Finance, 1992-93 Public Accounts of Ontario, vol. 1 (Toronto: Queen’s 
Printer, 1993), p. 1-12. 


'' Ontario, Office of the Provincial Auditor, 1993 Annual Report of the Provincial Auditor 
(Toronto: The Office, 1993), p. 4. 


|e 


During last year’s pre-budget consultations, Ministry of Finance officials were 
asked for assurances that the Auditor’s recommendations would be acted upon 
within the recommended time frame. Committee members were told that the 
1993/94 public accounts but not the 1994 budget would be reported using the 
accrual system. The Committee recommended that "The province’s financial 
statements should be presented in as clear and complete a manner as quickly as 


possible. "! 


The province’s 1993/94 financial statements included in its public accounts were 
reported using the principles of accrual and consolidation.'? Under the accrual 
system, provincial revenues and spending for 1993/94 were higher than they 
would have been with the old system of reporting. The term consolidation is used 
to describe the way in which information about provincial agencies is reported. 
The province now includes data about agencies in its own financial statements. 
The type of agency determines the type of consolidation. According to the 
province’s 1994 financial report, consolidation increased the 1993/94 financial 


statement deficit by $1.45 billion.'* 


The Auditor’s audit opinion of the 1993/94 financial statements was "clear of 
qualifications or reservations."'° In his 1994 report, however, he did express 
concern about the budget, the document on which most key financial decisions are 


based. It continues to be prepared using the former accounting rules. As a result, 


'? Ontario, Legislative Assembly, Standing Committee on Finance and Economic Affairs, 1994 
Pre-Budget Consultations (Toronto: The Committee, 1994), p. 11. 


'3 The financial statements for 1993/94 include the consolidated revenue fund (CRF) and, where 
appropriate, entities owned or controlled by the government. 


'4 Ontario, Ministry of Finance, Province of Ontario: Financial Report 1994 (Toronto: The 
Ministry, 1994), p. 7. 


'S Ontario, Office of the Provincial Auditor, 1994 Annual Report: Office of the Provincial Auditor 
(Toronto: The Office, 1994), p. 199. 


unaudited "actual" results for the CRF in 1993/94 were released as part of the 


1994 provincial budget." 


It was the opinion of the Auditor that the reported unaudited CRF deficit for 
1993/94 was understated by about $1.6 billion. This amount was made up of 
capital grants to universities, schools and hospitals (USH) incorrectly treated as 
loans receivable, the sale of office buildings to the Ontario Realty Corporation 
incorrectly treated as revenue, and the sale and repurchase of rolling stock by the 
Toronto Area Transit Operating Authority (GO Transit) incorrectly treated as 
revenue. He did find that these transactions were correctly reported in the 


financial statements for 1993/94.!’ 


Repeating his concerns about the way in which the budget is reported, the Auditor 
wrote that future confusion could be avoided if the accounting bases used in the 
preparation of the budget were consistent with those used in the preparation of the 
financial statements. It was his opinion that this should start in the 1995/96 fiscal 


year.'® 


During his appearance at the pre-budget consultations, the Auditor reported that 
there is a potential difference of approximately $2 billion between the 1994/95 
deficit that will be reported in the 1995 budget and the real 1994/95 deficit 
determined by using the financial discipline used in the financial statements.'° 
The Ministry of Finance acknowledged his wish to have the budget prepared 
differently. It will prepare a reconciliation statement for inclusion in the 1995 


budget. 


6 Thid., p. 204. 
'’ Tbid., pp. 205-206. 
8 Ibid., p. 207. 


'°When questioned, the Auditor agreed that there was some uncertainty on the part of the PPAAB 
as to how to deal with the issue of capital finances. 
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Some of the forecasters commented on the Auditor’s concerns. Each offered their 
support. Leo de Bever said people in the financial world would say the accrual- 
based statement was more accurate. The CIBC felt that using the accrual 
accounting method would assure the markets and ratings agencies. The Bank of 
Montreal believed that the debate created the impression that the government was 


using creative accounting to reduce the deficit. 


The Ontario Road Builders’ Association (ORBA) expressed continued support for 
the formation of crown corporations in order to ensure that funding for capital 
programs would be handled "through a different manner." Committee members 
were told by the ORBA that capital investments should not be written off 


immediately, but amortized over the life of the investment. 


Taxation 


Witnesses focussed much of their attention on taxation, calling for reductions or 
no increases in taxes. Some Members of the Committee felt presenters’ 


expressions of frustration mirrored those of their constituents. 


The Canadian Tax Foundation (CTF) is an independent research organization 
which is committed to impartial public education rather than policy advocacy. It 
looked at the factual basis for tax fatigue and found there was a significant 
increase in overall taxes at all levels of government between 1980 and 1992. 
Taxes represented 29.5% of GDP in 1980 and 36.5% in 1993. Personal income 
taxes in Canada amounted to 14.5% of the GDP in 1992, the highest of all the G- 
7 countries. (This ratio was higher than that for other member countries of the 
Organisation for Economic Co-operation and Development (OECD) except for 


New Zealand and the Scandinavian countries.) Canadian property taxes were said 
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to be the highest in the OECD, at 4% of GDP. The average for the 24 member 


nations was 1.8%.7° 


The CTF felt that indications were that the maximum sense of tax fatigue had 
been reached and this restricted governments’ tax policy options. It recommended 


that 


Any provincial budget must be designed to relieve 
the pressure on budgetary deficits without 
destroying the fragile economic recovery that we 
have recently enjoyed. It must also enhance the 
public’s sense of the legitimacy of government and 
the tax system. To weaken either would reduce the 
strength of our system of voluntary tax compliance. 
The 1995 provincial budgets must tread a fine line, 
with little room to manoeuvre on the tax side. 


Witnesses commented on a number of specific tax issues. The GST elicited a 
range of responses. Some witnesses gave its harmonization with the PST their full 
support. Others said that harmonization had their qualified support. The 
Committee also heard that the GST should be eliminated. Representatives from the 


private sector called for the elimination of the corporate minimum tax. 


Those taxes and premiums commonly referred to as payroll taxes were deemed to 
be burdens on employers of all sizes. The sentiments of representatives of small 
and medium-sized businesses seemed to be shared by large companies. Many 
sectoral groups made specific reference to the jobs that were "killed" by these 


taxes or premiums. 


*°The Committee requested information on provincial personal income tax rates from the CTF. 
The 1994 basic tax rates as percentages of the basic federal tax are as follows: British Columbia — 
52.5%; Alberta — 45.5%; Saskatchewan — 50%; Manitoba — 52%; Ontario — 58%; Newfoundland 
— 69%; New Brunswick — 64%; Nova Scotia — 59.5%; and Prince Edward Island — 59.5%. 
Caveats were attached to each figure. Quebec collects its own taxes at rates that vary with taxable 
income levels. Data contained in fax sent by the Canadian Tax Foundation, Toronto, March 1, 
1995. 
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The Minister of Finance offered comparisons of Ontario’s payroll taxes for a new 
employee with those of Quebec and an American average. Ontario’s average 
effective tax rate and the employer health tax combined were lower than average 
effective tax rates for the other jurisdictions. Ontario’s effective corporate tax 
rates for small and medium-sized manufacturing firms were compared with 10 


American states and Quebec. Only Quebec’s were lower. 


The message from witnesses on property assessment/taxes seemed to have two 
parts. The first called for tax relief at the municipal level. This would involve 
assessing the increasing tax burden, reviewing right-of-way taxes, protecting 
existing breaks in the assessment system, and assessing waste and duplication.”’ 
The second element was recognition of the need for a comprehensive review and 
possible reform of the municipal taxation system. Issues deserving discussion 
included the redistribution of taxes and the rebalancing of government 


responsibilities and tax powers. 


The need for a level playing field in terms of taxation was described as vital to the 
ability of businesses to compete and to stimulating growth. The Automotive Parts 
Manufacturers’ Association asked that once the required level of government 
service and a plan for expenditure reductions were identified, a tax regime which 
was at the minimum competitive with other jurisdictions be put in place. The 
International Council for Shopping Centers, Canadian Committee (ICSC), told 
Members that property taxes were the single biggest threat to the financial 
wellbeing of their industry. These taxes contribute to continuing job losses and 
make the industry uncompetitive. The ICSC said that property assessments were 
skewed in favour of home-owners and that shopping centres were "the only form 
of real estate in which the owner’s ability to generate revenue is directly related to 


a tenant’s business operations." 


*IWith respect to the increasing tax burden, witnesses made specific reference to property taxes 
and education. They expressed concern about the increasing dependence on property taxes for the 
funding of our schools, as well as the inequities within the system and the need for reform. 


Tax cuts were the subject of exchanges between Members and forecasters. The 
Committee was told that cuts would make Ontario more competitive and could 
stimulate consumer spending and business investment. However, Leo de Bever 
said cuts would make it more difficult to achieve balanced budget objectives. In 
the opinion of the Royal Bank, spending cuts large enough to generate room for 
tax cuts were a political issue. They would be dependent on the political culture 
and the degree of pain involved. According to the Bank of Montreal, the issues 
are the size of the impact of tax cuts and the resulting behaviourial response. The 
size depends on the jurisdiction and the economic environment. In the opinion of 
the Conference Board, there are few governments in a fiscal position to make 


significant cuts and take the chance that the income gain would be "worth it." 


Public/Private Sector Partnerships 


A number of sectoral groups recommended encouraging public/private sector 
partnerships. These entities would take advantage of the expertise and experience, 
perhaps even the capital, of private sector participants. Other stakeholders from 
areas such as education and labour would have a role to play as well. The 
Council of Ontario Construction Associations (COCA) went so far as to 
recommend the creation of a permanent panel of public and private sector leaders 


that would advise the government on capital expenditures. 


The Minister of Finance spoke to the Committee about existing partnerships 
between government and the private sector. These have been developed through 
programs such as jobsOntario Training and jobsOntario Capital, as well as the 
Ontario Training and Adjustment Board (OTAB) and the sector partnership fund. 
In its presentation, the Ontario Road Builders’ Association (ORBA) expressed its 
full support for the partnerships developed by the government. However, ORBA 
went on to refer to the Highway 407 project, saying its initial concept had 
changed and that future projects of that nature should have private sector funding. 
The Highway 407 project was a subject of interest to COCA as well. Because 


private sector funding was missing, its costs "are on the books of the provincial 


lee 


government." A self-financing, user-pay project would be off the books and would 


not increase the deficit or debt. 
Job Creation and Employment 


Many have acknowledged that Ontario suffered the most significant impact of any 
of the provinces during the recent recession. Because of its dependence on 
manufacturing, jobs were lost as companies closed or moved due to the combined 
effects of restructuring in that sector and the recession. Ministry of Finance staff 
told the Committee that Ontario lost 80% of the jobs lost in Canada from the 


employment peak to the trough of the recession. 


The forecasters who appeared before the Committee spoke of strong economic and 
employment growth in Ontario in 1994 and in the near future. Despite this 
optimism, Committee members were concerned that 1994 employment levels 
remained below those of 1989. Statistics Canada data indicated that the average 
annual employment in Ontario in 1989 was 4.949 million. Five years later it was 
4.864 million, a 1.72% decrease. The other nine provinces combined had an 
annual average employment of 7.536 million in 1989; in 1994 it was 7.779 
million, a 3.22% increase. When Ontario was included with the other provinces, 
the percentage change in average annual employment from 1989 to 1994 was 


aE Soe 


The Minister of Finance provided the Committee with figures on the number of 
jobs created and supported by public investment from 1991/92 to 1994/95. These 
jobs were the result of capital investment projects, jobsOntario Training and other 
major initiatives. The 1991/92 total was 135,760 and the projected total for 
1994/95 was 172,500. The Minister then asked for the Committee’s advice on 


Canada, Statistics Canada, Labour Force Annual Averages 1990, Cat. no. 71-220 (Ottawa: 
Minister of Supply and Services Canada, 1991), Table 3, pp. A-19, A-21, A-23, and A-25; and 
idem, Labour Force Information, Cat. no. 71-001 P (Ottawa: Minister of Industry, Science and 
Technology, for the week ended 10 December 1994, released 6 January 1995), p. C9. 
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youth unemployment, which is double the rate of those over 25, and 
improvements to the distribution of hours of works. He also sought input on how 
to break down the barriers for those who want to work and how to provide 


workers with the right skills. 


Many other presenters spoke of employment and job creation as well. The 
Ontario Federation of Labour believed the upcoming budget should contain clear 
targets for job creation. Some witnesses from the private sector told the 
Committee that economic growth and demand should create new jobs, not the 
government. The Bank of Montreal echoed the sentiments of many when it said 
that government should concentrate on ensuring the environment exists for job 
creation by the private sector. The Canadian Bankers’ Association drew a link 
between "persistent deficits and job creation." They felt that some Canadians did 
not understand that link and said "that to create sustainable jobs and growth, we 
must stop the growth of the debt." Other witnesses supported capital spending by 


the government and the resulting job creation. 


The OFL referred to the recent report of the federal Advisory Group on Working 
Time and Distribution of Work. It supported several of the report’s 
recommendations, including some dealing with hours of work and overtime. The 
OFL agreed that the legislated standard work week should be no longer than 40 
hours in any jurisdiction. It also supported the recommendation that employees 
should be given the right to refuse overtime work after the legislated work week 


of 40 hours or less, if that is the normal work week of certain employees. 


Investment 


An issue closely related to job creation and employment was investment. Several 
witnesses commented on the fiscal and legislative factors existing in Ontario that 
they felt did not encourage investment. These included the deficit, the debt, 
payroll taxes, government-mandated costs, and Bill 40, the Labour Relations and 


Employment Statute Law Amendment Act, 1992. The consensus among these 
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groups seemed to be that retaining and attracting investment should be a top 
priority for the government. Such a policy would retain existing jobs and create 
new ones. As the Canadian Manufacturers’ Association told the Committee, 
without sustaining the province’s wealth creation capabilities, we cannot maintain 
the social and health programs, the environment, the educational system or the 


infrastructure we now enjoy. 


As an example of long-term investment in one sector, Ministry of Finance staff 
provided the Committee with a table showing total capital and repair expenditures 
on transportation equipment in Ontario from 1980 to 1994. (The 1994 figure was 
based on investment intentions and excluded repair expenditure.) These 
expenditures were identified by Statistics Canada and include the following 
industries: motor vehicle assembly, truck body and trailer manufacturing, motor 
vehicle parts, aircraft and aircraft parts, and railroad rolling stock manufacture. 
Due to its size, about 85% of total investment was said to be accounted for by the 
auto sector. The figure for 1980 was $1,284.5 million (current) and that for 1994 


was $3,166.1 million (current), the latter being the highest in the years presented. 


Non-Tax Revenues 


The Canadian Federation of Independent Business (CFIB) told the Committee that 
non-tax revenues should be collected as a replacement for taxes rather than as an 
addition. It went on to say that a vital requirement of "fee for service" was that 
users actually receive a service. The $50 annual corporate filing fee was 
considered in breach of that requirement. A detailed review of fees was requested 
by the CFIB and the Ontario Natural Gas Association (ONGA). ONGA called for 
consultation with affected parties during the review and the CFIB asked for 


comparisons with other jurisdictions. 
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Regulation and Red Tape 


The elimination or reduction of regulation, red tape and duplication was viewed 
by some witnesses as one way to make Ontario more competitive globally and to 
create more jobs. The costs associated with these concerns were considered 
particularly burdensome to small and medium-sized businesses. The Canadian 
Bankers’ Association, the Ontario Chamber of Commerce and the Canadian 
Federation of Independent Business called for some form of rationalization, review 


or evaluation. 


The provincial government has an initiative called the Clearing the Path Project. 
Its purpose is to streamline and simplify existing registration and reporting 
processes for business. The Minister of Finance told the Committee that the first 
phase, the registration of new businesses, had begun. The second phase, the 


unified reporting of taxes to be paid, will commence later this year. 


SECTORAL ISSUES 


Ontario’s economy is dependent on the success of its many diverse sectors and a 

range of those sectors appeared before the Committee. Witnesses described their 
respective areas of activity in terms of their contribution to the province and what 
could be done to improve the climate for investment and/or growth. Sector- 


specific concerns are discussed below. 


Agriculture 


The Ontario Federation of Agriculture (OFA) is supported by over 38,000 
individual members and 29 affiliated organizations. Despite a rebounding 
economy, the agricultural industry faces uncertainty due to volatile global markets, 
changing trade rules and cash-strapped governments. The OFA called on the 
provincial government to help the industry face the uncertainties and opportunities 


created by this new environment and to help farmers acquire the tools necessary 
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for success in it. Recommendations included the extension of the Net Income 
Stabilization Account to cover all sources of farm income and an increase in 
funding to agri-food research. The OFA also asked that a combination grant/loan 
program be established to assist farmers in making farm improvements that would 
benefit the environment and that tax relief be reinstated to the owners of private 


forests. 
Beverage Alcohol Products and Food Services 


The Association of Canadian Distillers (ACD) described the legal distilled spirits 
industry in Ontario and in Canada as being "on the endangered species list." 
Despite the fact that there is a market for its product and it is competitive, the 
ACD continues to express concern about the taxes imposed on its products and the 
purchase of alcohol through the underground economy. It called on the 
Committee to recommend the removal of incentives to smuggle alcohol products 
by treating ail taxpayers equally. The federal excise tax rate per litre of absolute 
alcohol is higher for spirits than either wine or beer. A level playing field would 
see prices charged by the Liquor Control Board of Ontario go down. It could also 
result in consumers leaving the underground market and returning to the legal 
system. Other matters addressed by the ACD included a public education 
program on the potential health hazards of smuggled products and the province 
working with the spirits industry to lobby the federal government to equalize 


excise rates on all beverage alcohol products. 


Ontario’s food service industry has experienced approximately 2.5% real growth 
over the past year; the national industry average was 3.7%. The Ontario 
Restaurant Association (ORA) told Committee members that under current levels 
of projected growth, Ontario will not return to pre-recession sales levels until 
1999 unless action is taken to stimulate growth. A three-step approach put 
forward by the ORA will help stimulate growth by creating 20,000 - 40,000 new 
jobs and generating more than $.5 billion in new revenue: the introduction of 


video lottery terminals in licensed bars and restaurants, the elimination of the 
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gallonage tax, and the elimination of the GST. (Harmonization of the GST with 
the PST will exacerbate the inequities embodied in the GST with respect to the 


purchase of food products.) 
Construction 


The province’s construction industry was called unhealthy by the Council of 
Ontario Construction Associations (COCA). The number of workers available for 
employment in the industry dropped by 40,000 between 1989 and 1994. Even 
with this reduction in the workforce, 64,000 workers were unemployed as of 
December 31, 1994. COCA recommended that the provincial budget cut spending 
in a variety of areas and invest some of the savings in construction; the industry 
has a high multiplier effect. It also asked for an independent study of the 


economic impact of Bill 40 on the recovery of the provincial economy. 


The Ontario Home Builders’ Association (OHBA) felt the fragility of the housing 
~ market had two clear implications for the preparation of the provincial budget.” 
Estimates for the strength of the industry should be cautious; over estimates could 
lead to false revenue expectations. Ways should be found to increase the 
purchasing power of consumers. Reference was made to taxes and interest rates 
and their role in the underground market for home renovations. The OHBA also 
expressed opposition to Bill 163, the Planning and Municipal Statute Law 


Amendment Act, saying it will discourage investment in the industry. 
Culture 
The province’s cultural sector was represented at this year’s hearings by the 


Ontario Arts Council (OAC) and the Toronto International Film Festival Group 


(TIFFG). The OAC is an agency of the Ontario government which offers grants 


3 The OHBA told the Committee it expected 47,000 housing starts in 1995. This is 7,000 les: 
than the government’s projection. 
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to artists and performers, as well as arts organizations. Last year it assisted 1,900 
individuals and nearly 900 organizations across the province. That assistance 
helps to maintain an infrastructure that generates more than 230,000 jobs in 
Ontario, in a sector that contributes more than $10 billion to GDP. The OAC 
cited reports which stressed the role of cultural industries and the not-for-profit 
sector in economic renewal. Cultural industries have been identified as a growth 
sector. The not-for-profit segment is seen as the place where talent and creativity, 
essential components for commercial success, are developed. The OAC asked for 


a straight-line budget of $43,099,100 on behalf of the province’s arts community. 


Like the OAC, the TIFFG focussed on the economic impact its three divisions 
have on the province: the Toronto International Film Festival, the film reference 
library and Cinematheque Ontario. A study by Decima Research, commissioned 
in September 1993, found that the TIFFG had a total economic impact of $29.5 
million. Tourists attending the Film Festival generated $7.4 million of that total. 
The TIFFG contributed an annual 462 person years of employment. Witnesses 
also spoke of initiatives that support Ontario’s film industry. The province is one 
of the organization’s biggest supporters at $1.3 million. The TIFFG told the 
Committee that the government’s support was of fundamental importance to its 


continued success. 


Environmental 


The Canadian Environment Industry Association, Ontario Chapter (CEIA), is a 
private sector organization dedicated to helping member companies strengthen 
their business activities while helping to improve the environment. CEIA felt that 
it could help the government reduce its expenditures and live within its means by 
generating jobs, revenue and taxes. In order to be able to do this, CEIA made a 


series or recommendations. Three were considered to be of major importance. 


A private sector/government working group should be created to develop a set of 


recommendations that will reduce inappropriate tax-assisted competition and 


26 


generate greater tax revenues from a growing private sector supplier. Delays in 
government decision-making should be reduced, as quick, well thought-out 

decisions save money and expedite environmental clean-up. The timely approval 
of demonstration projects will allow for the quick assessment and implementation 


of new technologies. 


Financial 


The general and specific concerns of the financial sector were presented by the 
Canadian Bankers’ Association (CBA) and the Insurance Bureau of Canada (IBC). 
The CBA spoke of deficits and debt, taxes, inefficient regulation, and small 
business issues and job creation. In terms of sector-specific recommendations, it 
urged the government to reduce its costs by withdrawing from the regulation of 
financial institutions which are more effectively supervised by another, single 


regulatory body or through self-regulation. 


Like the CBA, the IBC made general comments on the provincial deficit, fiscal 
and economic policies and government services. The government was asked to 
reflect on the fact the property and casualty insurance industry is one of the most 
heavily taxed in the province and in the country. This adds to the cost borne by 


consumers. 


Manufacturing 


Ontario’s manufacturers reaped the benefits of the province’s economic 
performance in 1994, the strongest in five years according to the Canadian 
Manufacturers’ Association (CMA). Provincial international exports increased by 
more than 16%, with performance being particularly strong in the automotive 


market. An average 16,000 new jobs were created in the sector.“* Labour 


** The number 16,000 is the difference between the yearly average of 837,000 manufacturing 
jobs in 1993 in Ontario and the 1994 yearly average of 853,000. Telephone interview with Greg 
MacDonald, Canadian Manufacturers’ Association, Toronto, 3 March 1995. 
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productivity in manufacturing rose by 5%; it has risen by more than 19% since 


1989. 


Despite this positive news, the CMA reported that business remains cautious as 
the province has yet to fully recover from the recession. Manufacturing 
production remains 1.3% short of its pre-recessionary peak in 1989. The more 
than 188,000 jobs lost in manufacturing are unlikely to return without significant 
expansion in production capacity. After-tax profits are 12% lower than they were 
in 1989. The CMA felt the outlook for 1995 was less optimistic than that for last 
year. Manufacturers are concerned about the province’s long-term economic 
prospects and what they see as impediments to investment in new capital. Net 
new investment as a proportion of GDP fell from 10% in 1989 to less than 3% in 
1994. Many investments are not being made or are being shifted to other 


jurisdictions due to stronger profit performance outside Ontario. 


Motor Vehicles 


The nine-member companies of the Motor Vehicle Manufacturers’ Association 
(MVMA) represent the traditional "domestic" motor vehicle manufacturers in 
Canada. Motor vehicle assembly accounts for more than 72,000 jobs in Ontario. 
Motor vehicle and parts sales account for approximately 47.6% of the province’s 
international merchandise exports. The active and committed investment by 
MCMA members for 1992-1997 exceeds $5.5 billion. The MVMA told the 
Members that it was imperative that governments understand the significance of 
the industry to the economic well-being of the province and the country, and work 
with the MVMA on ways to sustain its growth. Two sector-specific 


recommendations were made. Levying the sales tax on warranty repairs creates a 


The Minister of Finance told the Committee that 75,000 new jobs were created in the manufacturing 
sector in the last 11 months of 1994. 


28 


disincentive to offering them, contrary to the interests of the consumer. The tax 
for fuel conservation should be eliminated; it provides no environmental benefit 


and exists nowhere else in North America. 


Auto Parts 


The automotive parts industry sustains over 520,000 jobs in manufacturing, 
vehicle retailing, and aftermarket sales and service in Canada.” National sales 

are over $100 billion. Approximately 90% of the industry is located in Ontario. 
Companies and jobs were lost from 1990 to 1991. Those that survived did so due 
to productivity improvements. Performance has also improved because of 
increased investments in machinery and equipment. Even so, the Automotive 
Parts Manufacturers’ Association (APMA) told the Committee that more 
investment in "new bricks and mortar" was taking place outside of Canada. It 
spoke of the erosion of the perception of Ontario as a good place to invest. The 
government was asked to recognize the province as part of a global market. Costs 
that make the automotive parts industry less competitive will result in lost business 


opportunities and some movement out of Ontario. 


Research and Development 


One of the new sectors represented at this year’s consultations was research and 
development. The president of the Telecommunications Research Institute of 
Ontario, one of the province’s seven centres of excellence, spoke to the 
Committee about the role the centres play as instruments of change and generators 
of wealth within the province. They highlighted the need for stability in research 
and development investment and for industrially directed research. Members also 


heard that support is required throughout the innovation cycle. 


5 According to the APMA, the automotive industry accounts for one-third of Canada’s total 
exports. 
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Research and development played a significant part in the comments made by Dr. 
Fraser Mustard, president of the Canadian Institute for Advanced Research. In Dr. 
Mustard’s opinion, one of the major tasks of government is the creation of a 
climate that fosters the establishment of new kinds of enterprises. He hoped that 
Canada was moving from a factor-driven, resource-based economy to one that was 
innovation-driven, financing ideas rather than objects. However, the incentive 
structures that are currently in place are not the right ones for building that new 
economy. A bar graph in Dr. Mustard’s brief compared 1991 spending on 
research and development as a percentage of GDP in the G-7 countries. Canada 
ranked sixth at approximately 1.5%. (Japan ranked first at approximately 3% of 
GDP. The United States was second at approximately 2.75%.) In Canada, 
business spent slightly more than government, non-profit organizations and higher 


education combined. 


Resource-Based 


Most sectors of Ontario’s forest industry saw improved financial performance in 
1993, after record losses in 1991 and 1992. There are, however, indications that 
the industry has yet to regain the financial strength of the late 1980s. Its debt: 
equity ratio remains high at 0.85. The recovery will be tenuous, but the Ontario 
Forest Industries Association (OFIA) feels the government can facilitate it. The 
OFIA asked that the Ministry of Natural Resources work closely with the 
industry to refine the new stumpage system in a way that ensures it responds to 
the industry’s cyclical nature. Ontario should also sign an agreement with the 
federal government to ensure a single window approach to the monitoring of pulp 


and paper mill effluent regulations. 


Ontario’s mining industry produces approximately $5 billion in income a year, 
supports more than 72,500 jobs and contributes $1.1 billion to government 


revenues. Its employees are the highest paid industrial workers in the province. 
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It is one of the province’s high-technology, research-based industries, a group 
which the Ontario Mining Association (OMI) says is often seen as a panacea to 
our collective fiscal difficulties. The recession, however, has resulted in lost jobs 
and lower prices. Forecasts for 1995 are good as prices are rising and the 
Canadian dollar remains low. In spite of this, the OMI contends that such things 
as government-mandated costs, arbitrary government decisions, energy costs, and 
over-regulation are not conducive to a good investment environment and have 
resulted in lost jobs. One way to keep more money on hand for investment would 
be to allow reclamation funds to have the RRSP characteristic of deferring taxes 


on interest within the fund until it is withdrawn. 


Retail 


Last year Ontario retailers saw a continuation of the gradual improvement of 
market conditions that had started in 1995. As consumer confidence rose, the 
recovery broadened. The Retail Council of Canada (RCC) expects this steady 
improvement to continue into 1995. It also expects the provincial economy will 
experience a slowdown within the next year or so, with the end of the up turn in 
the current economic cycle. The RCC expressed concern about the relative 
weakness in the Greater Toronto Area as compared to other parts of the province. 
It noted that intense competitive pressures, slow sales growth and lower margins 
are part of the new structural challenges facing the sector. The one sector-specific 
recommendation made by the RCC concerned the treatment of coupons. The 
government was asked to adopt a single approach to the tax treatment of coupons; 


they should be considered a reduction in price. 


Transportation 


The Ontario Road Builders’ Association (ORBA), the Ontario Trucking 
Association (OTA), the CP Rail System (CPRS), and CN-East (CN), all spoke to 
the Committee about transportation issues. The ORBA and the OTA both urged 


the provincial government to pursue an agreement with the federal government on 
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a National Highway Program. Such a program would enhance Ontario’s 
roadways, creating jobs and broader economic benefits. In addition to this, the 
OTA called for the repeal of the PST on automobile insurance and warranty 
repairs, maintenance of the Trucking Industry - Ministry of Transportation 


Training Fund, and a review of truck weights and dimensions. 


The OTA expressed concern about its industry’s tax burden. Taxes represent 
7.9% of revenues, compared to approximately 4.9% in manufacturing and 1.3% 
in the insurance industry. (CPRS reported that Canadian railways pay some 14% 


of their revenues in taxes.) 


The two rail systems spoke of the importance of rail transportation to the 
economic well-being of the province. The potential for growth was considered 
unlimited, but according to CPRS, structural change was imperative. CN said that 
the province must recognize the competitive nature of the freight transportation 
industry and the effects of global restructuring and new trading agreements. Both 
systems felt that two particular tax issues were materially affecting their cost- 
competitiveness: the locomotive fuel tax and the assessment and resulting property 
taxes on railway right-of-ways. CPRS asked that the locomotive fuel tax be 


reduced and that the property taxes be phased out over time. 


Rail lines are assessed, for property tax purposes, on the basis of adjacent uses 
that have often arrived long after the rail lines were established. A major 
component of both systems’ property tax concerns was the taxation of rights of 
way. Highways are exempt from property taxes. Railways finance and build 


their own infrastructure and maintain their rights of way at their own cost. 
Utilities 
The Ontario Natural Gas Association (ONGA) has more than 330 members. Its 


industry serves more than 2.1 million customers. ONGA spoke about economic 


competitiveness, the fiscal situation, and energy and the economy. With respect 
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to energy issues, it told the Committee that competition in energy markets was the 
most effective way to ensure adequate supplies at a reasonable cost. Changes to 
the Power Corporation Act and to the structure of the provincial electricity market 


could introduce open competition in the supplying of electricity. 


The 11 associations that work in the water and waste water field were represented 
by the Joint Committee Water Industry Associations (JCWIA). According to the 
JCWIA, our systems to treat and deliver clean water are not adequately 
maintained and are being allowed to fall into alarming disrepair. The solution lies 
in implementing a conservation program based on users paying the full cost of 
clean water service, which will lead to financial self-sufficiency for the systems. 
The current estimate of the cost is up to $28 billion over the next 15 years. The 
JCWIA suggested that the Ontario Water Efficiency Strategy prepared by the 


Ministry of Natural Resources is fully developed and ready to be implemented. 


SOCIAL ISSUES 


The pre-budget hearings process was augmented by the presentations of social 
service and health care providers, as well as service recipients. They served as the 
link between economic health and physical and mental health. Dr. Fraser Mustard 
from the Canadian Institute for Advanced Research expanded on this link. He told 
Committee members that a priority during a period of economic change should be 
protecting the key elements of our social environment. At the same time, 
investment should be made in building an adequate base of innovative businesses 


in the prime wealth creating sector. 


The need for public education about health and well-being was raised by 
witnesses. Strengthening the public’s understanding of the determinants of health 
could lead to broader support for reducing health disparities. Some felt that 
resources should be developed for better self-care. Others told the Committee that 
greater emphasis should be placed on making consumers aware of the real cost of 


health care. 


a) 


The provision of public education is closely tied to one of the principal themes of 
this year’s hearings, the need for partnerships. The Canadian Mental Health 
Association suggested that an effort be made on the part of all sectors to create a 
society where all children received the start they need to achieve their full level of 
mental and physical health. It also recommended partnerships between labour, 
industry, government, and the non-profit sector to develop and implement mental 
health illness prevention and promotion programs. Such programs could result in 
reduced health care costs and higher productivity. The Committee heard that inter- 
sectoral collaboration could increase the co-ordination of policies which address 
the broad determinants of health. More specifically, some felt there was a need for 


a link between long-term care reform and mental health reform. 


The issue of long-term care can lead to discussions about a continuum of care. 
Bill 173, the Long-Term Care Act, 1994, was supported by some for the 
continuum of care it will provide. On the other hand, critics described it as a 
dismantling of comprehensive and integrated services already providing a 


continuum of care. 


The shift from institutional to community-based care is closely tied to long-term 
care, a shift strongly supported by a number of witnesses. The Ontario Nurses’ 
Association told the Committee that deinstitutionalization has occurred without a 
corresponding increase in community resources. Other witnesses emphasized the 
need for transitional funding to build up community supports and services prior to 
the downsizing of hospitals. A realistic but flexible threshold for the delivery of 
community services should be based on fiscal, quality of life and service- 


management factors. 


Funding concerns were raised by many presenters. References were made to the 
effects of the Social Contract, the costs of provincially-mandated programs and the 
possible results of changes in the federal government’s role in the financing of 
social programs. The provincial government was asked to seriously examine 


administrative and infrastructure operating costs with respect to its relationship 
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with its transfer partners. In the opinion of the Ontario Medical Association, "The 
continued use of diminishing expenditure caps without reference to the increasing 
real needs of patients has to be replaced with a process which integrates both 


factors." 


The Members heard many references to social assistance. Witnesses told them that 
program cuts would be associated with costs elsewhere in the system. The 
government was asked not to reduce payments but realize savings by reducing 
costs within the system. For example, it was suggested that eligibility 
requirements be streamlined. Both the Ontario Coalition Against Poverty and the 
Ontario Chamber of Commerce expressed support for transitional programs to 
encourage people to move off social assistance. The Income Maintenance Group 
called for a systematic review of disability compensation programs offered by the 


federal and provincial governments. 


TRANSFER RECIPIENTS 


Municipal, university, community college, school, and hospital (MUSH) 
representatives came from a variety of areas of activity, but several common 
themes emerged from their presentations. These included the need for stable and 
predictable funding; recognition of the province’s fiscal situation; the combined 
and continuing strains of reduced transfers, the Social Contract and the 
Expenditure Control Plan; the restructuring and redesigning of delivery systems; 
and the need for partnerships with each other, government(s) and the private 
sector. Witnesses also spoke of responding to demographic changes and the need 
to keep abreast of technological changes, and wondered what will happen when 


the Social Contract ends in 1996.7° 


6 The Minister of Finance announced that transfer partners’ funding would not be cut any furthe 
in 1995/96 on December 5, 1994. Transfers would total $15 billion in 1995/96. 


Se) 
Municipalities 


The Association of Municipalities of Ontario (AMO) and the Greater Toronto 
Area Mayors Committee (GTAMC) had three common concerns. Both hoped the 
province would refrain from any further downloading as it had direct and indirect 
impacts on the property tax base. There was agreement on the need for action on 
the Fair Tax Commission’s recommendations on municipal finance reform. The 
third concern was the commitments made by the province under the terms of the 
Municipal Sector Framework Agreement of the Social Contract. The two 
organizations felt the province had failed to honour specific obligations. Both 
AMO and the GTAMC referred to guidelines for collective bargaining and interest 


arbitration and greater municipal control over police budgets. 


AMO mentioned the Provincial-Municipal (Pilkey) Task Force, set up under the 
Agreement to identify areas of overlap and duplication. It insisted the province 
unveil its plan for implementing the Task Force’s recommendations. AMO went 
on to say it was looking for a clearer definition of its members’ responsibilities. 
If municipalities were to get that, they could become decision-making partners as 


opposed to creatures of the province. 


The GTAMC presentation spoke of the need for decisions to be made from the 
grassroots up, not from the top down. It commented on inequities between the 
GTA and other parts of the province, and within the GTA itself. The soon-to-be- 
appointed GTA task force came in for comment as well.*”7 The GTAMC was not 
sure if it would deal with the important issues of taxation and assessment. It also 


stressed the need for political representation on the task force. 


Municipal roads were discussed by AMO and the Ontario Good Roads Association 


(OGRA). Both urged the government to announce the 1995 municipal road grant 


7 The creation of the five member Greater Toronto Area Task Force was formally announced 
on February 16, 1995. 
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allocation as soon as possible. The OGRA felt that certainty about transfer 
payments could be significantly increased if a portion of fuel tax revenues was 
dedicated to roads. AMO raised the issue of the transfer of provincial highways to 
upper-tier municipalities. It urged the government to bring the process into the 


public domain and establish fair and equitable guidelines for any negotiations. 


Universities”® 


The Committee received submissions from the Council of Ontario Universities 
(COU) and the Ontario Confederation of University Faculty Associations 
(OCUFA). Both stressed the contribution their institutions make to the economic 
development of the province; universities are to be considered investments not 


expenditures. 


Recommendations and comments centred on funding. The Ontario Council on 
University Affairs’ review of university funding elicited expressions of 
dissatisfaction and frustration. A major concern for both OCUFA and the COU 
was the federal government’s proposal to eliminate the cash portion of Established 
Programs Financing contributions to post-secondary education. If the proposal 
were to become a reality, OCUFA felt a shift of funding to students would be 
unfair and would severely reduce accessibility. COU advocated increased tuition 
fees and called on the province to work with the federal government on the 
implementation of an Income Contingent Repayment Plan (ICRP). OCUFA 
considered the ICRP non-progressive and a discouragement to those from less 
affluent backgrounds. People earning less would require more time to pay off their 


debts. 


*8 The Minister of Finance reported to the Committee that 363,000 full-time students wer 
enrolled in the province’s universities and community colleges in the fall of 1994, a 14% increas 
over 1990. (Figures for 1994 were preliminary and based on a fall survey.) 
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Community Colleges 


Last year representatives of the province’s community college system reported that 
the system’s ability to do more with less was close to the point of exhaustion. This 
year the Committee was asked to rethink the resource allocations being made to 
colleges. An overview of the growing diversity of the student population and 
relevant program options was followed by a discussion of the implications of 
decreases in student funding. Implications included higher fees, reductions in 


instructional hours and deteriorating equipment. 


These concerns led to two recommendations. The Ministry of Education and 
Training was asked to determine what it costs per student to deliver college 
programs that meet widely agreed learning outcome standards. The per student 
cost should take into account the inherent differences between programs and 
colleges. The government was asked to assign priority to increasing accessibility 
to a college education which emphasizes applied learning and the acquisition of 


generic, portable skills. 


Schools 


Teachers and trustees presented comments and recommendations on a broad range 
of educational issues on behalf of the province’s two publicly funded school 
systems. Not surprisingly, much was said about funding and education finance 


reform. 


The Ontario English Catholic Teachers’ Association gave strong support to the 
funding recommendations made by the Royal Commission on Learning. The 
recommendations were said to underscore the need for an equitable distribution of 
financial resources for education across the province. The Ontario Separate School 
Trustees’ Association asked for legislative amendments that would permit private 


corporations to direct their assessment to the support of separate school boards. 
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The actual amount involved would be based on the number of Roman Catholics 


among total shareholders. 


The Ontario Teachers’ Federation told the Committee that access to current 
hardware and software is needed in order for students to be computer-literate. In 
service training for teachers is also required. The Federation of Women 
Teachers’ Associations of Ontario urged the government to ensure that school 
boards maintain low class sizes in the primary grades to that each child’s skills 


will have a firm foundation. 


Salary grids were a concern to the Ontario Public School Teachers’ Federation 
(OPSTF) and other teacher organizations. The OPSTF said the province should 
have legislation in place, when the Social Contract expires, that would see 
teachers restored to their rightful place on the salary grid, according to their actual 
teaching experience. The Ontario Public School Boards’ Association commented 
on the general legislative grant. It recommended that the appropriate regulations 
and payment schedule be amended so that 25% was paid out by March | and the 
7% hold-back eliminated. The total allocation would be paid out in the school 
fiscal year. Confederated school boards were an issue for the Ontario Secondary 
School Teachers’ Federation (OSSTF) for the efficient delivery of local 


educational services. 


The concerns of school bus operators were presented by the Ontario School Bus 
Association (OSBA). It asked that student transportation funding be maintained at 
1994/95 levels until greater cost efficiencies could be implemented. OSBA also 
said that the Ministry of Education and Training should incorporate financial 
incentives into the school transportation funding formula which would encourage 
boards to restructure and fairly compensate bus operators who incur additional 


recognized costs. 
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Hospitals” 


The Ontario Hospital Association (OHA) asked for a stable funding and operating 
environment in which its members could manage and plan effectively. Hospitals 
have been able to cope with the demands of declining funding levels, the Social 
Contract and the Expenditure Control Plan, but further changes need lead time for 
planning. Following on this, the OHA recommended that provincial transfer 


payments to hospitals remain at the announced 1995/96 level. 


The OHA’s second recommendation dealt with funding reallocation. According to 
the OHA, the province had indicated the urgency of proceeding with reallocation 
in late 1993. The Ministry of Health/OHA Joint Policy and Planning Committee’s 
Hospital Funding Committee developed a methodology, but the government told 
hospitals in October 1994 that reallocation was suspended. The OHA asked that 
the government proceed as quickly as possible with the implementation of 


reallocation and with funding formula reform in general. 


Quality and patient care were further concerns. The OHA expressed support for 
the concept of an Ontario Health Services Council and recommended that the 
government establish such a body.*? The Council would broker the interests of 
stakeholders in the health care system and examine issues related to utilization, 
accessibility, implementation of health care research, and physician referral 


patterns. 


29 The Minister of Finance told the Committee that 16 million in and out-patient cases were 
served by Ontario’s hospitals in 1993/94, a 9% increase from 1989/90. 


°° In May 1994, the Institute for Clinical Evaluative Sciences released the first edition of Patterns 
of Care in Ontario in which it called for the creation of an Ontario Health Services Council. The 
OHA’s brief contained an excerpt from that publication. 


40 


RECOMMENDATIONS 


The Committee recommends that: 


i The government maintain job creation as its number one priority; 
I. The government continue its efforts to reduce the deficit; 
33 The government continue its efforts to reduce regulation, red tape and 


paper burden; 


4, The government consider new mechanisms to encourage increased 
investment in research, development and innovation; 


By: The government establish an advisory committee of public, broader public 
and private sector representatives that would provide input to government 


decisions on capital expenditures; 


6. The government continue its efforts to eliminate duplication and waste, and 
to encourage productivity and the timely and efficient delivery of services; 


Ie The Minister of Finance continue his efforts to provide more detailed 
information in the budget; 


8. Any reallocation of taxes be revenue-neutral; and 


9. The Minister of Finance take steps to improve and increase access to 
capital by small businesses. 


APPENDIX A 


Report of the Government Caucus 
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REPORT OF THE GOVERNMENT CAUCUS 


The government members of the committee would like to thank the presenters for 
their submissions. 


ECONOMIC OVERVIEW 


In spite of the best efforts of the Liberal and Tory members to assert that the 
government has mismanaged the economy, killed jobs, and driven investment 
away, the facts clearly tell a different story. Private sector forecasts indicate Ontario 
will lead Canada and all the G-7 nations in economic growth this year. We had the 
fastest and strongest job growth on record from February to the end of December last 
year. There has been over $5 billion worth of investment in the auto industry since 
1990 and Ontario continues to receive more than its share of the new investment in 
Canada. 


While we went through the worst recession since the 1930s in 1991 and 1992, 
the recovery in Ontario is extremely strong and the benefits of significant 
government investment in Capital and Training are paying off. The leadership the 
government has demonstrated on the Highway 407 project, in developing an 
ethanol industry, and in saving Algoma Steel are only a few examples of the 
positive role the government has played in sustaining and developing new 
economic activity in the province. 


EMPLOYMENT 


One of the questions asked most often throughout the hearings was whether 
we have a revenue problem or a spending problem. The answer is that both have 
been a problem. The government has a spending problem and a revenue problem 
because unemployment levels have been high. It is for this reason that the 
government members are pleased that job creation remains the number one 
priority. This was endorsed by the committee as the first recommendation. 


Increased employment will reduce the number of people receiving social 
assistance and will increase government revenue as more people will be paying 
income tax, purchasing items and generating sales tax revenue. The government is 
to be commended for its significant efforts in supporting job creation. The 
JobsOntario programs of Capital, Training, Community Action, Homes, and Youth 
have been successful in creating jobs with the private sector and communities. 
Government can have more of an impact with job creation through partnerships 
and acting as a catalyst for private sector and community investment to go forward. 


The 196,000 jobs created from February to the end of December ‘94 is extremely 
positive as is the outlook for the next few years. We encourage the government to 
continue to develop more partnerships that will create even more jobs in this 
province. 


GOVERNMENT FINANCES 


While some presenters encouraged the government to cut spending dramatically 
and reduce the deficit quickly, there was not enough recognition given to the 
government's efforts in these areas. Reductions in the administration costs of 
government, in program spending, and in reducing the deficit by 30% over the last 
two years clearly demonstrates the government has spending under control. 


We encourage the government to continue to reduce spending and find savings 
through eliminating duplication and overlap in services and programs. However, 
we do not believe that in order to achieve less spending that it is necessary to do a 
second Social Contract or take the approach of some other provincial governments 
by having massive layoffs in the public and Broader Public Sector. 


The government is encouraged to follow its plan for deficit reduction. Any 
unexpected increases in revenues such as the extra $200 million that came in last 
year should be targeted for deficit reduction. 


Throughout the hearings several presenters cited how Alberta, Saskatchewan, 
and New Brunswick had balanced their budgets. We believe it is important to 
remember that all these provinces continue to receive 50 cent dollars for their social 
services from the federal government. Given the deep recession Ontario went 
through in the early ‘90s with significant increases in people receiving social 
assistance, Ontario would be much closer to balancing its budget if it had received 50 
cent dollars from the federal government as well. 


FEDERAL POLICIES 


There are some critics who believe the provincial government should not 
comment or be concerned about federal policies However, this approach fails to 
recognize the important interaction between federal government policies and 
provincial budgets. High interest rate policies, trade agreements, reductions in 
transfer payments, and a shorter time period for receiving Unemployment 
Insurance benefits impact provincial budgets significantly. 


Over the last five years, Ontario has clearly witnessed the negative impact of 
federal government policies. While we understand the federal government has 
difficult decisions to make, we must insist that all provinces be treated fairly in how 
those decisions are made. Unfortunately that has not been the case for the past few 
years. 


In the late 1980s, the Mulroney Tories in Ottawa started the discrimination against 
Ontario by capping the increase in Canada Assistance Plan (CAP) funding to the so 
called three have provinces (British Columbia, Alberta, Ontario). CAP is the 
program by which the federal government makes its contributions to social services 
funding. 


The cap on CAP has impacted Ontario the greatest because the recession in the early 
90s hit the manufacturing sector the hardest. This was compounded by the passage 
of the Free Trade Agreement. When Ontario faced its worst recession the Mulroney 
government was providing less and less support to Ontario. The CAP was 
established as a 50-50 cost shared arrangement. As a result of the decision made by 
the Mulroney Tories and carried on by the Chretien Liberals. 


Ontario is now only receiving 29 cent dollars from the federal government 
while every other province is receiving 50 cent dollars. It is unfair and 
discriminatory against Ontario and its citizens that it is valued less than other 
provinces by the federal government. Ontario continues to support equalization 
payments which supports other provinces. However, we believe it is only fair that 
cost shared programs remain the same for every province, not one policy for 
Ontario and one for the other provinces. 


~ PRESENTING THE BUDGET 


The issue of how the budget should be presented was raised in the hearings 
by the Provincial Auditor. In discussing this issue, it is important to keep in mind 
recent changes in the Public Accounts process and what the budget is and is not. 


Since becoming the Provincial Auditor, Mr. Peters requested in his report on 
the 1992-93 Public Accounts that the government change its accounting methods 
from a modified cash basis to an accrual system. The Provincial Auditor requested 
this change on the basis of new standards established by the Public Sector 
Accounting and Auditing Board (PSAAB). The Finance Minister responded 
positively to the Auditor's request and undertook to present the Public Accounts for 
the 1993-94 financial year on an accrual basis. The Auditor in his presentation 
before the committee acknowledged the work and effort required to change the 
Public Accounts. 


It is important to remember that the Auditor has indicated that the Public 
Accounts are the only set of books for the province. The budget is not another set of 
books. The Auditor also noted that he does not audit the budget nor does he want 
to undertake such an activity. The Auditor also acknowledged that there is full 
financial disclosure in the budget documents. 


Over the last several years, the budget process and financial reporting has 
improved. There is more financial information presented in the budget than ever 
before. Floyd Laughren, Minister of Finance, has committed to presenting a 
comparison of this year's budget through the two methods of accounting. However, 
the idea of presenting a budget in an accounting method that is different from the 
method in the Public Accounts is not new. Besides the 1989 Ontario budget, six 
other provinces including Ralph Klein's government in Alberta and Clyde Wells’s 
government in Newfoundland present their budget in a different accounting 
framework than the Public Accounts. 


One other point that must be considered is that current PSAAB guidelines are 
incomplete with respect to the treatment of capital. In particular, they do not permit 
the depreciation of capital. We urge PSAAB and the Provincial Auditor to adopt a 
consistent and effective method for accounting for capital. A number of witnesses 
appearing before the committee were vocal in their support for the way the 
Government accounts for capital. 


The government has demonstrated its commitment to update and change its 
financial reporting structures. We believe the committee's recommendation 
encouraging the government to continue its efforts in providing more financial 
information in the budget will continue the evolving process of financial reporting 
by the government. 3 


APPENDIX B 


The Dissenting Opinion of the 
Liberal Party 
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Liberal Supplementary Report 
On 
Pre-Budget Consultations, 1995 


Submitted To: 


Standing Committee On Finance and Economic Affairs 


INTRODUCTION 


As Ontario enters its third year of recovery, the province stands at an economic crossroads. 
For the third time in his mandate, with his provincial budget, Bob Rae has a chance to set 
Ontario on the right path of prosperity and economic recovery. 


In 1991-92, Bob Rae had an opportunity to present a budget that would have prevented 
Ontario from slipping into a deep recession. Instead, he tripled the deficit. In the ensuing 
downturn, Ontario’s economy shrunk by six per cent and 260,000 people saw their jobs 


disappear. 


In 1993-94, Bob Rae could have presented a budget which would have helped Ontario’s 
consumer and private sector turn the corner of this recession. Instead, he imposed the 
largest tax hike on Ontarians since the previous Conservative regime. 


Ontarians cannot afford another mistake by Bob Rae. This time, we need a budget that lays 
the solid foundations for economic renewal and sets the province on the path of sustained 
growth. 


At the Crossroads 
This budget is crucial to placing Ontario on a firm fiscal and economic footing. 


A solid Provincial Budget will be able to build upon the strengths of the province in terms of 
its location, well-educated workforce and solid entrepreneurial base. 


This budget also must together all groups in Ontario to work together towards the common 
goal of shoring up the province’s economic renewal and getting the Province’s finances in 
order. 


The results of the past four years of the NDP Government have been harmful for Ontario’s 
economy. The economic recovery has lagged behind other provinces in key areas such as 
jobs and public sector borrowing. Now, Ontario has started growing again; but this recovery 
is based upon a shaky foundation -- a low Canadian dollar and minimal inflation, factors 
which can reverse quickly. 


The NDP’s next budget must bring economic stability to this financial substructure in order 
to ensure that Ontario’s recovery strengthens 


THE CURRENT STATE OF ONTARIO’S FINANCES AND ECONOMY 


With the 1995 provincial Budget fast approaching, it is time to take a look at the challenges 
Ontario now faces. It is unfair to say that our poor economic and fiscal performance over 
the past four years is completely the fault of the NDP government. However, on the basis of 
almost every fiscal and economic indicator, these four years have seen the worst four year 
performance in at least fifty years. 


It is obvious that the NDP Government’s actions, particularly their first budget, were major 
contributing factors to the weak performance. We have to remember the size of the 
economic and fiscal hole the NDP government has dug so we can clearly understand the size 
of the challenge ahead. 


The Past Four Years Performance - Highlights 


A. The Finances 


it Debt Has Increased By $33 Million A Day Every Day The NDP Government Has 
Been In Power. 


The debt of the Province has gone from $40 billion in 1990 to over $90 billion in 
1994. This means that every day the NDP has been in power the debt has grown by 
$33 million - well over $1 million an hour. 


Die Eight Other Provinces Had Lower Deficits in 1994/95 - Ontario’s Actually Rose. 


Ontario now has the highest deficit per capita of any province as the NDP has 
delivered four straight budgets with deficits over $10 billion. Rather than the deficit 
going down in 1994/95, the Provincial Auditor estimates it will actually increase to 
$10.9 billion in 1994/95, up slightly from 1993/94. 


3h, Ontario has had the greatest increase in expenditure (ex. B.C.) over the past four 
years, up 22 per cent versus an average of 8 per cent for the rest of the provinces 
and the Federal Government. 


While the consumer price index rose 7 per cent spending went up 22 per cent over 
the four year period. The NDP Government has spent 25 per cent more than it raised 
in its four budgets. 


4, Credit Rating Performance The Worst In The Country. 


Ontario has had three credit downgrades, the worst performance of any province. We 
now find two provinces with better credit ratings than Ontario. 


5) Debt Interest Costs $3,000 Per Family Per Year. 


The province now spends $8 billion a year to pay the interest on the debt up from 
$3.8 billion in 1990. The average Ontario family pays $3,000 in taxes just to pay the 
interest on the provincial debt. 

The Economy 

Jobs - Still Fewer Jobs In Ontario Than in 1990. 

In 1994, Ontario still had 81,000 fewer people working than we had at the start of 


1990. The rest of Canada has 287,000 more jobs. Metro Toronto continues to 
suffer, with fewer jobs than in 1990. 


Job Growth - We Have Seen Fewer Jobs Created In 1994 In Ontario Than In 
1993. 


Even with a strong economy in 1994, Ontario saw just 71,000 jobs created, 17,000 
fewer than 1993. The rest of Canada saw 206,000 jobs created in 1994, up from 
85,000 in 1993. 

Youth Unemployment - Real Unemployment Rate Between 25 - 30 Per Cent. 


There are 230,000 fewer jobs for young people in 1994 than in 1989, in spite of the 
number of young people staying the same. 


Number of Unemployed Continues To Be Very High. 

Since Bob Rae became premier an approximately 1,000 people a week have joined the 
ranks of the unemployed. We see a reported 547,000 people out of work in 1994 up 
from 351,000 in 1990. 

Social Assistance Numbers Keep Growing. 

The number of people on social assistance has increased by approximately 3,000 
people a week over the past four years. Even in 1994 the number of people on social 
assistance continued to go up from 1993. 


Housing Starts Continue To Be Weak. 


Housing starts have averaged 50,000 over the past four years down from 90,000 in 
the previous four years. 


The Gross Domestic Product Only Now Back To 1989 Level. 


The real GDP of the province has not grown at all since 1989. In 1994 the output 
stayed the same as it was in 1989. 


Details 
A. Fiscal Status 


ih Debt More Than Doubled - Average Debt Per Capita In Ontario Is Higher Than 
The Rest Of Canada. 


Ontario’s debt has grown dramatically in the past four years, more than doubling to 
over $90 billion in 1994. Our debt per family is now approximately $32,000. 
Ontario’s debt to GDP is now 30.5 per cent up from 14.4 % in 1989/90 and above 
the rest of Canada at 27.6 per cent. This means that the debt has grown by $33 
million a day every day the NDP has been in office. 


Debt 
1989-1994 


1990 1991 1982 1893 


H@ Dept (€ billion) 


Figure 1 


2: Deficit - Ontario Has Had Four Straight Deficits Over $10 Billion And Now Has 
The Highest Deficit Per Capita of Any Province. 


The biggest single mistake of the NDP was their first budget when they tried to spend 
their way out of the recession. That $10.9 billion deficit in 1991/92 was the first of 
four straight $10 billion plus deficits. 


Premier Rae has been saying they have a 30 per cent reduction in the deficit from the 
$12.4 billion in 1992/93 to an NDP Government estimate of $8.3 billion in 1994/95. 
However, the fact is the Provincial Auditor says the $8.3 billion estimate "differs 
significantly from financial reality under any accounting rules" (Nov 15, 1994 


Remarks To The Media document). At a Legislative Committee the Provincial 
Auditor indicated this year’s real deficit, under any accounting rules, is estimated at 
approximately $10.9 billion. It now appears that rather than a reduction in the deficit 
in 1994/95, the deficit is actually going to rise slightly. This contrasts with every 
other province in Canada which are reducing their deficits. 


Ontario Deficits (Surplus) - $ Billion 


1994/95 
89/90 90/91 91/92 92/93 93/94 Current Govt Est Prov. Auditor Est 


Deficit (0.1) 3.0 109 12.4 10.8 8.3 10.9 


Deficits - Ontario’s Deficit Now Higher than The Total Combined Deficits Of All 
Nine Other Provinces. In fact, in 1989/90 Ontario had a surplus while the rest of the 
provinces had a combined deficit of $5.5 billion. Today, Ontario’s deficit at $10.9 
billion is higher than the combined deficits of the nine other provinces. 
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Figure 2 


Be Expenditure Control - Every single province except B.C. has a better expenditure 
control record than Ontario over the past four years. While the NDP claim 
expenditure control as one of their most significant accomplishments, all but B.C. 
actually have significantly better performance in this area, with the average being an 8 
per cent increase in spending over four years versus 22 per cent in Ontario. 


Total Expenditure Five Year Growth Trend 
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Ontario Credit Rating versus the Rest of Canada. One fairly objective set of 
analysis done on Ontario’s fiscal situation is conducted by the four major credit rating 
agencies (S&P, Moody, Dominion Bond Rating Service, Canadian Bond Rating 
Service). Over the past four years, Ontario has suffered an unprecedented three 
downgrades and we have lost our important AAA rating and we are now at AA-. 


Since the election of the Rae Government in September 1990, Ontario has seen three 
downgrades. This compares with no change in credit ratings for Alberta, British 
Columbia, Manitoba and Nova Scotia. New Brunswick has actually seen a credit 
upgrade. We now find that Alberta and British Columbia have better credit rating 
than Ontario and New Brunswick is at the same level. 


Credit Rating - NDP Election and Today 


September 1990 Today No. of changes 


Ontario 3 down 


British Columbia unchanged 


Alberta unchanged 
New Brunswick l up 
Manitoba unchanged 
Quebec 1 down 
Nova Scotia unchanged 


Saskatchewan 2 down 


B. The Economy 


On virtually every major economic indicator Ontario has struggled for the last four years. 
The basis for this analysis is the Ontario Government document entitled "Ontario Economic 
Outlook." 


i Job Creation in Ontario lags the Rest Of Canada. 


Ontario in 1994 has 81,000 fewer jobs than it had at the start of 1990. The rest of 
Canada has seen job growth of 287,000 jobs over the same period. 1994 is somewhat 


disappointing for job creation, since we saw only 71,000 jobs will be created down 
17,000 from the 88,000 created in 1993. 


Cumulative Job Creation 
Ontario and Rest Of Canada 
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Figure 3 
2. Youth unemployment is very serious as the number of jobs for young people has 
dropped by 230,000 since 1989. 


One way of looking at this is to see that in 1989, 68 per cent of this age group had 
jobs. In 1994, the percentage with jobs is down to 53 per cent. 


Youth Employment | 
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1068 1880 1601 02 1883 1904 


Ei with Jobs 


Figure 4 


Number of Unemployed - The reported number of people unemployed in Ontario 
remains very high at 547,000, approximately 200,000 higher than when the NDP 
came to power (although it is down approximately 57,000 over 1993). This means 
that approximately 1,000 people per week have joined the ranks of the unemployed 
since Bob Rae became premier. One additional area of concern is the very slow 
growth of the labour force. Since 1990 the labour force has grown by only 130,000. 
In normal times the labour force would have grown by at least 300,000 over the same 
period. Ontario in 1990 had the lowest unemployment rate. Now, four Western 
provinces do better. 
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Social Assistance - Clearly this is one of the major problems facing the Government, 
as the number of people on social assistance grew from approximately 770,000 when 
the NDP came into Government to 1,400,000 in 1994. Even with good economic 
growth in 1994, the number continued to grow. This means that an average of almost 
3,000 people a week have gone on social assistance since the NDP assumed power. 
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Figure 6 


Housing Starts - In Ontario over the past four years, housing starts have dropped by 
45 per cent from an average of 90,000 a year in the 87-90 period to 50,000 a year in 
the 91-94 period. In the rest of Canada the decline has been about 13 per cent, from 
126,000 a year to 110,000 a year in the same period. 


GDP Growth In Ontario Lags The Rest Of Cumulative Real GDP Growth 
Canada - On the key Gross Domestic Product ei eaiad genes 
economy indicator, in 1994 Ontario will only get 
back to where it was in 1989 as we are now seeing 
the GDP at the same level as 1989. The rest of 
Canada has seen real growth of approximately 7 per 
cent over the same period. 


THE NEXT BUDGET 
Fostering better job creation must be a paramount goal of the next provincial budget. 


Ontario is only now returning to the employment levels it experienced in 1990. In fact, 
Metro Toronto has fewer jobs now than in September, 1990. And, even in the current 
recovery, other parts of the country have been creating jobs at a significantly better rate. 


Ontarians need to believe that they will have secure, well-paying permanent jobs before they 
will spend and invest money. Only a budget that creates an environment conducive to the 
creation of jobs will fulfil this need. 


RECOMMENDATION: 
The next budget must be fair and balanced. 


We all recognize the need for eliminating the deficit as quickly as possible. However, we 
cannot fulfil this goal on the backs of the needy, young people, the elderly or the sick. We 
cannot take a fiscal chainsaw to their ability to provide for their economic and physical 
futures by destroying those social programs which have benefited all Ontarians. 


RECOMMENDATION: 
The next budget must follow the recommendations of the Provincial Auditor. 


The Auditor has pointed out that governments must have a clear and consistent set of books 
both for accounting and budgeting purposes. So far, however, Bob Rae has decided to 
maintain two sets of books -- one clear set for presenting the public account and another, 
glossy set for presenting the budget. 


Such a situation means Ontarians cannot compare the government’s fiscal performance from 
one year to the next. For taxpayers to have confidence in the direction in which the 
government is headed, they must be able to understand the books. By accepting the 
Auditor’s recommendations and changing the accounting standards in the budget, the 
government could go a long way towards eliminating the current confusion and boosting 
confidence in our economy. 


RECOMMENDED THEMES FOR THE BUDGET 
Reducing the Deficit 


A key element in nurturing of the proper economic environment is the reduction of the 
deficit. 


Currently, the shortfall in 1994-95 is more than $10 billion, according to the Provincial 
Auditor. In fact, New Brunswick and Alberta have tabled budgets that will be in balance this 
year. Ontario’s financial situation must change if business and foreign investors are to regain 
their confidence in Ontario’s ability to get its fiscal house in order. 


Indeed, cutting the deficit is an issue that people in all parts of the economy recognize as a 
priority for Ontario’s continued recovery. In 1994-95, the province expects to pay $8 billion 
to service the debt, almost as much the Ontario Government plans to spend on training and 
elementary and high school education. 


Worse still, the proportion of interest that Ontarians pay on the debt has grown substantially 
during the past four years. In 1994-59, the government predicts that debt costs will be 17.6 
per cent of public revenue, twice as much as the 8.8 per cent the province paid in 1990-91. 


The government must get a handle on the deficit if Ontario is to maintain its social services 
without the current chaos of ill-considered cutbacks and groups wrangling on the remaining 
money. 


RECOMMENDATION: 


The province must present a strategy to eliminate the deficit without tax increases while 
incorporating the accounting recommendations of the Provincial Auditor. 


No New Taxes 


In order to sustain the economic recovery, the government cannot raise taxes on Ontarians. 
Increasing the amount of money that the province takes from taxpayers will only lead to 
reduce confidence among consumers, 


The NDP has hiked income and consumption taxes to the tune of $4 billion during the past 
four years. There have been few taxes that Bob Rae has left untouched in his time in 
government. Income taxes, gas taxes, and capital were increased; the provincial sales tax 
was added to most insurance including automobile insurance. 


These increases have two deleterious effects upon the economy. 


Additional taxes takes money out of the pockets of individual Ontarians and businesses. As a 
result, for people, there is less money to buy products and services and less money to save; 
for companies, there is less cash to invest and to hire new employees. 


Higher taxes also send out a strong signal to the foreign business community that Ontario is 
not friendly to outside investment. Business people in other lands see an Ontario government 
raising taxes as an administration that does not know how to nurture a climate where the 
private sector can grow. 


In this upcoming budget, Bob Rae must follow the lead of his provincial colleagues in New 
Brunswick and introduce a budget without any tax increases or new taxes. Ontarians need a 
respite from the ever-higher tax burden that have been ladled on by this government. 


RECOMMENDATION: 
The upcoming budget must contain no new taxes nor any increases to existing taxes. 
One Taxpayer 


For too long Ontario governments of all stripes have fought with the federal government 
tooth and nail about how much this province gets in transfer and taxes. If Ontario is to 
nurture a sustained recovery, the government needs to work with Ottawa on a coordinated 
strategy of deficit reduction. 


The Ontario Liberal Party recognizes that there are times that the provincial government 
must stand up for Ontario’s interests. To many taxpayers, however, inter-government 
squabbling is irrelevant to their every day life. Whether they pay their hard-earned dollars to 
Ottawa or Queen’s Park, Ontarians know that they fund all these programs. In these trying 
fiscal times, all governments must recognize that arguing over transfer allotments or tax 
points only serves to increase the cynicism among taxpayers that nowhere are public officials 
up to the task of reforming government. 


MAKING GOVERNMENT WORK 


It has almost become a truism to say that government cannot continue to operate in the future 
as it has in the past. 


For too long, large bureaucracies centred at Queen’s Park have decided upon policies that 
affect various regions but do not take into account the needs and conditions of these areas. 
Too often, government services to the public are neither efficient nor friendly. 


Under Bob Rae’s government, this model of centralized government still appears to be the 
current vogue. Instead of streamlining operations, the NDP continues to set up new 
bureaucracies like OTAB that only serve government’s needs, not the public’s. 


In addition: 


< The NDP has introduced a corporate filing fee that forces companies to 
file more forms each year and pay for the privilege of doing so; 


« The government has politicized the Work Place Health and Safety Agency to 
such a degree that employers are paying too much for training that is not 
giving their workers the proper safety skills; 


= Bob Rae’s idea of a private-public partnership is to move all his real 
estate bureaucrats into a crown corporation and not include that 
corporation’s spending on the government’s books. 


If Ontario is build upon the existing tenuous recovery, the province must shake off its 
antiquated thinking and starting exploring new ways of providing government service. 


Such problems not only cost companies time and money; they also hurt the ability to the 
provincial government to achieve public policy goals. Using out-dated technology, limited 
thinking and cumbersome processes is not the way for Ontario to reinvent itself. 


"You can’t regulate economic growth and wealth creation. You can regulate an investment 
environment which allows this to happen and encourages the responsible and sustainable 
development...for the benefit of everyone in Ontario," says the Mining Association. 


Some provinces, such as New Brunswick and Newfoundland, have instituted aggressive 
campaigns aimed at improving service delivery. For example, New Brunswick has brought 
in private sector help in order to improve its health care billing. 


Ontario has made some tepid efforts at redesigning its operations. Too often, however, these 
efforts have produced few results. 


For example, the government’s "Clearing the Path" initiative points to changes that have 
already occurred or ones that will happen in the future. For the wine grower in Niagara who 
still requires 44 approvals to hold a wine tasting, however, little has improved. 


The government must become more aggressive in its approach to redesigning its functions. 
As a result, the NDP should heed to the following advice given to the Committee by the 
Insurance Bureau of Canada. 


Recommendation: 


Continue to restructure and streamline the public sector to improve efficiency and 
effectiveness, while reducing the overall size and cost. Explore opportunities to privatize 
services that are better delivered by the private sector. 


The Ontario Liberals agree wholeheartedly with this sentiment. For it is our belief, that only 
through improving the efficiency and reducing the cost of government will Ontario be able to 
nurture the climate for investment that all Ontarians want and deserve. 


CONCLUSION 


This Budget comes at a crucial time for Ontario. We have gone through the last four years 
with deficits greater than $10 billion, a doubling of our debt and a serious erosion of 
consumer and investor confidence in Ontario. 


If the NDP Government embraces the recommendations laid out above, this Budget can put 
Ontario back on to the path of prosperity. It the Government fails to act in a decisive 
manner we will continue to face the problems that have plagued over the past four years. 


The Government must also act decisively to put forward a plan to create the proper climate 
for the creation of jobs in Ontario. The number of unemployed people in Ontario continues 
to remain very high. 


We must remember the challenges facing us after four years of the NDP Government, but 
we must also look to the future and provide hope and prosperity for all Ontarians. 
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RECOMMENDATIONS 


The government include in the 1995 budget a credible plan to balance the 

consolidated budget including expenditures currently carried off-book, to 
reduce the level of outstanding provincial debt and detail how it intends to 
manage the reduction in federal transfer payments. 


In the 1995 budget the government initiate a plan to cut the personal income 
tax by 30% over three years and provide 50% of the reduction in the first 
year. 


The government should implement a small business exemption from the 
EHT. 


The government should reduce WCB premiums by 5%. 

Appoint an arms length commission to review all regulations effecting 
businesses and repeal within one year of the start of the process all 
regulations that cannot be justified. 

Subject all regulations to a business impact or competitiveness test to 
assess the impact of the proposed regulation on employment and compare it 
to similar regulations in competing jurisdictions. 


Implement a Code of Regulatory Fairness which would require full 
consultation with effected stakeholders. 


Follow the example of the federal government and publish an annual 
Regulatory Plan to provide advance notice of a Ministry's intent to make a 
regulation and to allow interested parties the opportunity for review and 
comment. 


Include a sunset provision in all new regulations and make a cost-benefit 
analysis of the regulation available to the public. 


Draft all regulations in plain language. 
Always consider the voluntary approach first. 


Stop forcing employers to take on the financial burden for programs the 
government cannot afford. 


In any new regulation recognize the right of employers and the differences 
between workplaces. 


Minimize regulatory conflicts between departments and with other 
jurisdictions. 


Reduce the size of the bureaucracy used to monitor and enforce regulations. 
Cancel the $50 annual corporate filing fee. 


The 1995 budget should include a detailed program of expenditure 
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reductions designed to achieve $6 billion in savings over three years while 
protecting funding for health care, classroom education and law 
enforcement. 


The expenditure reduction plan in the 1995 budget should include: 


[a] commitments to reduce Ontario welfare benefit levels from the current 
level to a level 10% above the average of benefits paid in the other 
provinces and to tighten eligibility criteria; 


[b] the adoption of the proposal in the Common Sense Revolution, and later 
recommended by the Royal Commission on Learning, to eliminate the fifth 
year of secondary school and to achieve savings by streamlining the 
education bureaucracy; 


[c] the imposition of an immediate moratorium on the non-profit housing 
program; 


[d] the wind-up of the jobsOntario Training Program; 
[e] reductions in business grants and subsidies. 


Politicians must show that they are willing to share in the pain. The 
government should scrap the current MPP pension plan and replace it with 
an RRSP plan, the type used by many professionals. The antiquated 
compensation system for MPPs should also be reformed beginning with the 
elimination of per diem and expense allowances. 


The number of MPPs in Ontario should be reduced from 130 to 99 to set an 
example of cost-cutting to be followed at all levels, including the municipal 
level. 


Trim the direct cost of the provincial government workforce by 15% over 
two years. 


Introduce performance bonuses for all public servants based on results and 
savings to the taxpayer. 


Change the budget system to reward departments and ministries that save 
money and improve efficiencies. 


Attach a sunset clause to all government programs. 


Privatize selected crown assets and corporations and commercialize selected 
government activities. Apply the net proceeds of privatization to debt 
reduction. The LCBO is a prime target for privaization and TVO and 
Ontario Hydro must also be considered. 


The government must be more aggressive in developing private-public 
sector partnerships and in applying user pay principles. 


Repeal Bill 40 in its entirety and introduce measures to democratize the 
unions. 
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Wrap up the WHSA and make workplace safety the responsibility of a 
reformed WCB. 


Freeze Ontario's minimum wage until minimum wage rates in other 
jurisdictions catch-up. 


Wind-up the Royal Commission on the WCB and immediately implement 
the following steps to reform that agency: 


[a] 


[b] 


[c] 


[d] 


[e] 
[f] 


End the practice of making political appointments to senior WCB 
management positions. 


Bring in a team of professional managers from the insurance industry 
with a mandate to improve productivity, case management, quality 
and customer service. 


Follow the lead of other provinces and reduce benefit levels from 
90% to 85% of base salary and review the idea of lifetime pension 
awards. 


Establish a system of "value for money audits" and internal spending 
controls to keep costs as low as possible and entrench the concept of 
financial responsibility in the purpose clause of the Board's statute. 
Require the Board to review the option of contracting out 
administrative and service functions and to identify ways of enlisting 
private sector expertise in developing more cost-effective training 
and rehabilitation programs. 


Freeze all new entitlements, including stress. 
Replace the bi-partite system of Board governance with a multi- 


stakeholder model and explore some form of worker- co-payment to 
enhance accountability. 


The government use the accounting policies recommended by the Provincial 
Auditor in preparing and presenting the 1995 Ontario budget. 
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Introduction 


The Committee heard two very different and conflicting versions of the state of Ontario's 
economy and finances during its 1995 pre-budget consultations. 


The party line from the government, as delivered by the Finance Minister, is that the 
economy and employment are rebounding thanks in no small measures to the careful 
stewardship and fiscal restraint of the current administration. 


The Finance Minister told the Committee that the tough choices made by the government 
were paying off and that all the numbers were moving in the right direction. 


For example the Minister noted that: 
° Ontario would lead Canada in economic growth over the medium term, 


. that the provincial economy had generated 196,000 new jobs since in the last 11 
months of 1994 and projected 570,000 new jobs over the 1995 to 1998 period, 


° that the government had a plan to balance the budget in 1998 and, 
° that government had cut its direct operating expenditures by 16% in the past three 
years. 


While there is no denying that there have been some positive developments in the Ontario 
economy in 1994, the Ministry provided a partial view at best of the state of our economy 
and finances. 


The reality check on the government's view of the world was provided by other witnesses 
who noted, among other things that: 


° despite job gains in 1994, employment had fallen by 66,000 jobs since 1990 
including the loss of 121,000 jobs in manufacturing and 40,000 jobs in 
construction, 

° despite the claims of restraint provincial operating expenditures had risen by 12% 


since 1990 and the government had imposed $4 billion in new taxes, 


° despite the claims of sound financial management a total of $41.3 billion had been 
added to the provincial debt, debt service costs had increased to nearly $8 billion, a 
jump of 110% since 1990, and the credit rating had been downgraded, 


° the government's fiscal plan was based on overly-generous growth assumptions 
and that more would have to be done to meet even the government's modest fiscal 
targets. 


As the Canadian Manufacturers Association [CMA] said 1n its presentation to the 
Committee "Ontario cannot afford a continuation of these economic trends. It is time to 
repair the province's fiscal performance and to put into place policies aimed at creating a 
healthy business environment that will attract investment, create jobs and ensure a good 
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Introduction 


The Committee heard two very different and conflicting versions of the state of Ontario's 
economy and finances during its 1995 pre-budget consultations. 


The party line from the government, as delivered by the Finance Minister, is that the 
economy and employment are rebounding thanks in no small measures to the careful 
stewardship and fiscal restraint of the current administration. 


The Finance Minister told the Committee that the tough choices made by the government 
were paying off and that all the numbers were moving in the right direction. 


For example the Minister noted that: 
° Ontario would lead Canada in economic growth over the medium term, 


. that the provincial economy had generated 196,000 new jobs since in the last 1 1 
months of 1994 and projected 570,000 new jobs over the 1995 to 1998 period, 


° that the government had a plan to balance the budget in 1998 and, 
° that government had cut its direct operating expenditures by 16% in the past three 
years. 


While there is no denying that there have been some positive developments in the Ontario 
economy in 1994, the Ministry provided a partial view at best of the state of our economy 
and finances. 


The reality check on the government's view of the world was provided by other witnesses 
who noted, among other things that: 


° despite job gains in 1994, employment had fallen by 66,000 jobs since 1990 
including the loss of 121,000 jobs in manufacturing and 40,000 jobs in 
construction, 

° despite the claims of restraint provincial operating expenditures had risen by 12% 


since 1990 and the government had imposed $4 billion in new taxes, 


° despite the claims of sound financial management a total of $41.3 billion had been 
added to the provincial debt, debt service costs had increased to nearly $8 billion, a 
jump of 110% since 1990, and the credit rating had been downgraded, 


° the government's fiscal plan was based on overly-generous growth assumptions 
and that more would have to be done to meet even the government's modest fiscal 
targets. 


As the Canadian Manufacturers Association [CMA] said in its presentation to the 
Committee "Ontario cannot afford a continuation of these economic trends. It is time to 
repair the province's fiscal performance and to put into place policies aimed at creating a 
healthy business environment that will attract investment, create jobs and ensure a good 


standard of living for all Ontarians." 


We agree. The 1995 budget must deal with the problem that government in Ontario spends 
too much, taxes too much, borrows too much and regulates too much and as a 
consequence is itself a major disincentive to investment and job creation. 


We are convinced however that the government will deliver at best a stand pat budget 
designed more to advance the electoral fortunes of the NDP than the long-term economic 
interests of Ontario. 


We fear the government will table a complacent budget, one that supports the status quo, 
when instead the province needs a budget which will tackle head-on the barriers to growth 
and job creation, to investment and consumption, to lower taxes and financial stability 
which have been erected by the government itself. 


If the government is serious about new jobs, new opportunities, about reducing debt then 
its 1995 budget must contain the type of policies we called for in the Common Sense 
Revolution. 


If the government is serious about eliminating the deficit it must outline substantial 
expenditure reductions. Economic growth alone will not produce a balanced budget. 


In addition, we believe the economic growth forecast of 4.3% average annual real GDP 
growth is unachievable, particularly given the government's unwillingness to remove 
barriers to growth. This rosy forecast, when unfulfilled, will result in an even higher 
deficit. 


The government cannot continue to do what governments in Ontario have always done for 
the past decade - tax, borrow and spend. 


The ten year legacy of those policies is 65 new or higher taxes, a $90 billion debt, a poor 
credit rating, more than a million people on welfare, deteriorating services and a loss of 
economic sovereignty. 


Common sense tells us that if we keep doing the same thing, we are going to get the same 
results. Its time for a change. 


Balancing the Budget & Controlling the Debt 


If the province is to enjoy a growth economy in the future the government must put its 
fiscal house in order and develop and stick to a credible plan to balance the budget and to 
reduce the burden of outstanding debt. 


A number of witnesses commented on the disturbing escalation in Ontario's debt level 
which has grown by 114% since 1990 to a staggering $90 billion. 


The Canadian Bankers' Association [CBA] brief reported that in 1994 Ontario had the 
highest deficit per capita in the country and that at $8,331 per person its per capita debt load 
is substantial. 


Both the size of the debt and the cost of financing it are having a negative impact on 
productive investment in the private sector. 


The CMA noted that an increasing share of domestic savings is being diverted into 
financing government debt instead of into productive investments by industry and that 
escalating deficits were increasing the cost and reducing the availability of financing for 
industry. 


This points to the direct linkage between persistent deficits and job creation and, as the 
CBA put it, "to create sustainable jobs and growth, we must stop the growth of the debt." 


Also, as was noted in the Bank of Montreal brief to the Committee, Ontario's deficit and 
debt have a real impact on the rest of the country. 


Mr. Tim O'Neill of the bank pointed out that, "Because Ontario represents such a large 
share of the Canadian economy, Ontario budgets receive a great deal of national and 
international attention. . . . Ontario's fiscal situation reflects positively or negatively, as the 
case may be, on all of Canada. Accordingly Ontario should do its share in contributing to 
deficit reduction not just for its own benefit, but for the benefit of all Canadians." 


We are also concerned that the debt has reached a level and its composition is such that we 
face a real risk of diminished economic sovereignty unless it is controlled and reduced. 


The government of Ontario is increasingly dependent on foreign markets for much of its 
financing. In 1990-91 the province did about 25% of its total borrowing in foreign markets 
but in the current and last two years it has done about 60% of total borrowing offshore. 


The more money we borrow outside the domestic market, the more vulnerable we are and 
the more sensitive we must be to the factors which influence the decisions foreign investors 
and the rating agencies they look to for an assessment of debt quality. 


The 1995 federal Liberal budget makes the need to balance the books even more urgent and 
more difficult. 


As a consequence of that initiative Ontario will loose an estimated $1 billion in revenues in 
1996-97 and between $2 billion and $2.5 billion in revenues in 1997-98. 


Losses of this magnitude have very serious consequences for the government's fiscal 
planning as demonstrated by the rating review of Ontario's debt initiated by the Dominion 
Bond Rating Service [DBRS] in the wake of the budget. 


It is imperative that the 1995 budget contain a credible plan to eliminate the consolidated 
deficit and to begin to reduce the level of outstanding debt. 


We are aware that the government has a plan to balance the operating account by 1998. 


Not only do we think this goal far too modest but it has been suggested that the plan itself 
is based on faulty assumptions. 


Ontario has lagged badly behind other provinces in its effort to reduce deficits and debt. 
The Royal Bank told the Committee that only Quebec and Nova Scotia had a worse record 
on deficit reduction than Ontario. 


Consequently, as mentioned in the submission from the Canadian Imperial Bank of 
Commerce [CIBC], "Ontario has already secured the reputation of being one of the less 
fiscally responsible provinces." 


To help at least partially counter that perception the province must produce "a credible set of 
deficit numbers that are achieved without tax hikes" and show as much progress as 
demonstrated by the federal government. In the absence of these two conditions the CIBC 
predicts that the reaction of the financial markets will be strong and adverse. 


The province then has a lot of ground to make up and will not do so under the 
government's plan. 


Even if the government's deficit targets were achieved another $19 billion would be added 
to the province's debt and our debt:GDP ratio would rise from 30.5% to 31.6% by the end 
of next year. [Bank of Montreal] 


That can hardly be counted as progress. 


To make matters worse, there is every reason to believe that the government's deficit 
reduction targets cannot be achieved because they are based on what the Royal Bank 
described as "an overly generous assumption that real growth will average 4.3% between 
now and 1998." 


The Royal suggests that the interest rates are likely to be 200 basis points higher than 
government projections. 


When these adjustments are made to the government's plan the deficits for 1995-96 and 
1996-97 will be respectively $1.5 billion and $2.6 billion higher than officially forecast. 
[Royal Bank]. 


In addition, aside from complaining, the government does not appear to have any plan to 
cope with the anticipated reduction in federal transfers arising from the 1995 federal budget 
commencing with the introduction of the Canada Social Transfer in 1996-97. 


This reduction, in the absence of a coherent management plan, will put added pressure on 


the deficit. 
The government's plan then, despite its modest nature, 1s likely not achievable. 


We have developed and published a plan which will balance the consolidated budget within 
the mandate of the next government and produce real reductions in the debt and debt service 
costs beginning in year 2000. 


The plan is based on conservative growth and interest rate assumptions - 3% average GDP 
growth, the assumption coincidentally recommended by the Royal Bank, and our interest 
rate assumption was 200 basis points higher than the then current forecast being used by 
the government. 


The plan, detailed in the Common Sense Revolution, would cut spending by $6 billion 
over three years while providing $4 billion in tax relief. 


Recommendation 


I. The government include in the 1995 budget a credible plan to balance 
the consolidated budget including expenditures currently carried off- 
book, to reduce the level of outstanding provincial debt and detail 
how it intends to manage the reduction in federal transfer payments. 


Cut Taxes to Create Jobs 


Any plan to balance the budget and reduce debt must be based on expenditure controls not 
on more or higher taxes. 


The government must recognize that it has a spending problem not a revenue problem and 
approach the deficit on that basis. 


The Committee was warned again this year that Ontario has hit the tax wall and that higher 
taxes will: 


- drive business out of the province and more people into the underground economy; 
- increase tax avoidance and tax evasion; 


- encourage people to withdraw from the workforce. [Ontario Chamber of Commerce 
brief] 


The Retail Council of Canada told the Committee that high tax loads had "vitiated the 
economic recovery and constrained job creation, and generally made Canadians more 
fearful of their economic prospects." 


For those reasons, as the CMA put it, "Tax increases are not the solution or even part of 
the answer to the government's fiscal problems. Any increase in the cost of government 
borne by business will only lead to further losses in investment, employment and 
government revenues. Every Ontarian will eventually pay." 


The Finance Minister has promised not to increase taxes in the upcoming budget but, as 
with the government's plan to balance the budget, we believe that this commitment is far 
too modest to have any positive impact on jobs and the economy. 


Holding the line on taxes that are too high will merely compound the damage already 
inflicted in terms of lost jobs, investment and opportunity. 


To create a more positive environment for economic and employment growth the 
government must cut taxes and must cut them dramatically. 


It should target those cuts on the taxes which do the most to discourage individual 
initiative, reduce the amount of private capital available for investment and consumption 
and/or which discourage employment growth by increasing the cost of creating and 
maintaining a job in Ontario. 


In our view the government should use the 1995 Budget to cut the income tax and payroll 
taxes. 


According to data supplied by the Canadian Tax Foundation, Canadians have the dubious 
distinction of paying the highest level of tax on income in the G-7 countries. 


Ontarians, who are among the most heavily taxed Canadians, have in the last ten years seen 
their income tax rate climb from 48% of base federal to 58% and have been hit with no 
fewer than seven different income tax surcharges. 


In the Common Sense Revolution we put forward an ambitious program to reduce the 
Ontario personal income tax by 30% over a three year period. 


This cut would be worth $4,000 over the first three years alone to the average middle class 
Ontario household and would make a total of $4 billion available to the people of this 
province. 


This cut would reduce the general tax burden to 1990 levels since the present government 
increased the tax burden by $1 billion in 1991, $1 billion in 1992 and $2 billion in 1993. 


That's $4 billion which we believe the people of this province would spend and invest 
more wisely than this government. 


We have also called for reductions 1n provincial payroll taxes which are universally 
acknowledged to be extremely detrimental to job creation. 


As the Canadian Federation of Independent Business pointed out before the Committee the 
Employer Health Tax [EHT] had an especially damaging impact on the small business 
sector, the very sector which creates most of the new jobs in our economy. 


Aside from the EHT. Worker's Compensation Board premiums are another payroll tax 
undercutting job creation in Ontario. 


The government has taken some very small steps to control the payroll tax burden. In the 


1994 budget it provided a one year EHT exemption for new hires/new payroll 

More must be done. - 

Recommendations 

2: In the 1995 budget the government initiate a plan to cut the personal 
income tax by 30% over three years and provide 50% of the 


reduction in the first year. 


3: The government should implement a small business exemption from 
the EHT. 


4. The government should reduce WCB premiums by 5%. 


These tax cuts along with other measures we have proposed will help create 725,000 new 
private sector jobs over five years. 


Cut the Regulatory and Red Tape Burden to Create Jobs 


Aside from taxes, another major impediment to job creation which should be tackled in the 
1995 budget is the regulatory burden on Ontario businesses. 


A 1992 survey by the CFIB found that 25% of business people who responded said that 
they spent more than six hours a week dealing with government paperwork and 
regulations. 


A 1993 survey by the PC Caucus on this issue produced similar results. In addition 92% of 
respondents said that the paper and red tape burden in their sectors had increased in the past 
five years compared to a mere 1.2% who said that it had been reduced. More than half 
[56.6%] of respondents said that dealing with government paperwork was a major problem 
in starting and running their businesses. 


The cost of regulatory compliance is extraordinarily high. According to the CMA regulatory 
compliance costs Canadian business $48 billion annually. 


The CMA estimates that the compliance cost in Ontario is about $18 billion annually and 
says that a 10% reduction would save $1.8 billion and help create 36,000 new jobs. 


Our caucus recently released a report called "Creating Jobs Through Small Business" in 
which we presented a detailed plan to reduce the regulatory burden and compliance costs in 
Ontario. 

We recommend that the government implement that strategy in the 1995 budget. 


Recommendations 


< iy Appoint an arms length commission to review all regulations 
effecting businesses and repeal within one year of the start of the 


process all regulations that cannot be justified. 

6. Subject all regulations to a business impact or competitiveness test to 
assess the impact of the proposed regulation on employment and 
compare it to similar regulations in competing jurisdictions. 


a: Implement a Code of Regulatory Fairness which would require full 
consultation with effected stakeholders. 


8. Follow the example of the federal government and publish an annual 
Regulatory Plan to provide advance notice of a Ministry's intent to 


make a regulation and to allow interested parties the opportunity for 
review and comment. 


9. Include a sunset provision in all new regulations and make a cost- 
benefit analysis of the regulation available to the public. 

10. + Draft all regulations in plain language. 

11. Always consider the voluntary approach first. 


12. Stop forcing employers to take on the financial burden for programs 
the government cannot afford. 


13. In any new regulation recognize the right of employers and the 
differences between workplaces. 


14. Minimize regulatory conflicts between departments and with other 
jurisdictions. 


15. Reduce the size of the bureaucracy used to monitor and enforce 
regulations. 


16. Cancel the $50 annual corporate filing fee. 


Cut Spending to Balance the Budget and Pay for Tax Cuts 


To pay for the tax cuts and to balance the books in the near term , the government must, in 
the 1995 budget, take a very hard look at its spending priorities. 


The level of government spending in Ontario has more than doubled in the last ten years 
and went wildly out of control in the mid-to-late-eighties when, during a economic boom, 
the level of spending went up at double the rate of inflation. 


As the Finance Minister noted in the House last fall had the government of the day held 
expenditure growth over the 1984 to 1990 period to the rate of inflation, the province 
would have had an additional $18 billion with which to face the recession. 


Over the 1985 to 1990 period the Liberal government of the day had a golden opportunity 


to tackle the debt problem. 


Instead, as a consequence of five years of tax and spend policies, when the boom ended 
we ended up with a $40 billion debt and very little fiscal flexibility. 


The current government compounded that problem in its first two budgets when it tried to 
spend the province rich and spend its way out of the recession. 


All Ontarians are still paying for that error in judgement. 


In the current environment cost management and expenditure control are more important 
than ever and are, in our view, inevitable, once the Canada Social Transfer is implemented. 


The government must explain to Ontarians how, for example, it intends to maintain welfare 
benefits at current levels in the face of an expected $3 billion reduction in EPF/CAP 
transfers over three years. 


To finance necessary tax cuts and to balance the budget we believe that the government 
must reduce its expenditures by some $6 billion over three years. 


We do not advocate an across the board cut in spending but rather an approach which 
recognizes that taxpayers in this province want certain priority services maintained. 


In the past few years through an on-going series of public consultations they have told us 
that they want funding for health care, law enforcement and classroom education protected. 
To achieve the $6 billion target non-priority spending must be reduced by 20% over three 
years. 


This is not an unreasonable or draconian reduction. We note that the federal government in 
its recent budget committed to reducing its departmental program spending by 18.9% over 
a three year period and that Canadians and Ontarians were very supportive of that initiative. 


That is not to say that these cuts will be bloodless or painless but they can be done and can 
be done without undermining the quality and availability of priority services. 


In the Common Sense Revolution we spelled out in detail where the government can find 
the necessary savings to finance the tax cut and to balance the budget. We encourage the 
government to make those measures part of the 1995 budget plan. 


Recommendations 

17. The 1995 budget should include a detailed program of expenditure 
reductions designed to achieve $6 billion in savings over three years 
while protecting funding for health care, classroom education and 
law enforcement. 

18. The expenditure reduction plan in the 1995 budget should include: 
[a] commitments to reduce Ontario welfare benefit levels from the 


current level to a level 10% above the average of benefits paid in the 
other provinces and to tighten eligibility criteria; 
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[b] the adoption of the proposal in the Common Sense Revolution, 
and later recommended by the Royal Commission on Learning, to 
eliminate the fifth year of secondary school and to achieve savings 
by streamlining the education bureaucracy; 


[c] the imposition of an immediate moratorium on the non-profit 
housing program; 


[d] the wind-up of the jobsOntario Training Program; 
[e] reductions in business grants and subsidies. 


19. __ Politicians must show that they are willing to share in the pain. The 
government should scrap the current MPP pension plan and replace it 
with an RRSP plan, the type used by many professionals. The 
antiquated compensation system for MPPs should also be reformed 
beginning with the elimination of per diem and expense allowances. 


Restructure the Public Sector to Reduce Costs 


To find additional savings the government need look no further than its own backyard. 


The public sector in Ontario must be streamlined because, as the Chamber told the 
Committee, "The fundamental imbalance between the size of our public sector and the size 
of our private sector cannot be sustained and will not be tolerated by our global partners." 


Ontarians deserve affordable government. To achieve that goal government must stop 
trying to be all things and to do all things and focus on priority public services. It must 
extract itself from services and functions better performed by the private sector. 


The federal government used the 1995 budget to drive this process at the national level on 
two fronts. 


First, to bring the "government's size and structure into line with what we can afford" the 
size of the federal workforce will be reduced by 45,000 positions, or by 14%, over three 
years. 


Second, the government made a commitment to privatize and commercialize government 
operations wherever feasible and appropriate. This included plans to sell CN and the 
government's remaining share in Petro Canada. 


Similar measures should be part of the 1995 provincial budget starting with a reduction in 
the number of MPPs. 


The province should match the federal commitments to reduce the size of its bureaucracy 
and to privatize and commercialize government and public sector services. 
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Recommendations 


20. The number of MPPs in Ontario should be reduced from 130 to 99 to 
set an example of cost-cutting to be followed at all levels, including 
the municipal level. 


21. Trim the direct cost of the provincial government workforce by 15% 
over two years. 


22. Introduce performance bonuses for all public servants based on 
results and savings to the taxpayer. 


23. Change the budget system to reward departments and ministries that 
save money and improve efficiencies. 


24. Attach a sunset clause to all government programs. 


25.  Privatize selected crown assets and corporations and commercialize 
selected government activities. Apply the net proceeds of 
privatization to debt reduction. The LCBO is a prime target for 
privaization and TVQO and Ontario Hydro must also be considered. 


26. The government must be more aggressive in developing private- 
public sector partnerships and in applying user pay principles. 


Create a Climate for Growth 


In writing its 1995 budget the government should keep in mind the comments of one 
witness who told the Committee, "We need businesses to come to Ontario and grow here. 
Jobs create futures ... jobs build communities , and jobs create the tax dollars that support 
our health care, education infrastructure services that make Ontario, and our communities 
such great places to live . . . jobs created and sustained by the private sector." 


For companies to want to come and grow in Ontario we must change the image of the 
province as a bad place to invest and the image of the government as an anti-business 
government. 


The Council of Ontario Construction Associations cited one example of current policy 
which discourages investment - Bill 40. 


COCA asked "What do investors think about moving to the most pro-union Jurisdiction in 
North America where a new company can be unionized with only one employee signing a 
union card and where employees can't be fired no matter how bad their performance during 
a union sign up campaign?" 


The answer is probably not much - the same answer companies would give to the costly 
and largely irrelevant training and certification requirements imposed by the Workplace 
Health and Safety Agency [WHSA], the policy to increase the minimum wage to 60% of 
the average industrial wage, and the huge unfunded liability at the WCB. 
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If the government is serious about job creation it must tackle these issues head on in its next 
budget. If not we will continue to lose jobs and investment to places like New Brunswick. 


We recommend that the government take the following steps to create a pro-jobs 
environment in Ontario. 


Recommendations 


27. Repeal Bill 40 in its entirety and introduce measures to democratize 
the unions. 


28. Wrap up the WHSA and make workplace safety the responsibility of 
a reformed WCB. 


29. Freeze Ontario's minimum wage until minimum wage rates in other 
jurisdictions catch-up. 


30. Wind-up the Royal Commission on the WCB and immediately 
implement the following steps to reform that agency: 


[a] 


[b] 


[c] 


[d] 


[e] 
[f] 


End the practice of making political appointments to senior 
WCB management positions. 


Bring in a team of professional managers from the insurance 
industry with a mandate to improve productivity, case 
management, quality and customer service. 


Follow the lead of other provinces and reduce benefit levels 
from 90% to 85% of base salary and review the idea of lifetime 
pension awards. 


Establish a system of "value for money audits" and internal 
spending controls to keep costs as low as possible and 
entrench the concept of financial responsibility in the purpose 
clause of the Board's statute. Require the Board to review the 
option of contracting out administrative and service functions 
and to identify ways of enlisting private sector expertise in 
developing more cost-effective training and rehabilitation 
programs. 


Freeze all new entitlements, including stress. 
Replace the bi-partite system of Board governance with a 


multi-stakeholder model and explore some form of worker- co- 
payment to enhance accountability. 


A Clear Set of Books 


At a time when the people of this province will be asked to accept a fundamental change in 
the role, structure and size of government they require a credible presentation of Ontario's 
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financial position. 


It is clear from the comments of a number of witnesses, including the Provincial Auditor 
who made an unprecedented appearance before the Committee, they are not receiving that 
information currently. 


The government must provide a "full, complete and candid accounting of the province's 
fiscal affairs." 


As the Auditor put it the government must, "Tell it how it is, tell it when it counts and tell it 
to whom it counts." 


Simply put we can no longer tolerate the fact that there is a $2 billion difference between the 
deficit as reported by the government [$8.5 billion] and the deficit as calculated by the 
Auditor [$10.5 billion]. 


Nor can we tolerate a situation in which the budget is reported and developed on a different 
accounting basis then the public accounts. 


This does nothing to improve the credibility of the government or the province's books and 
while it certainly does not fool the financial community it does confuse taxpayers. 


Taxpayers should not have to be CAs to determine the state of their province's financial 
health. 


Recommendation 
31. The government use the accounting policies recommended by the 


Provincial Auditor in preparing and presenting the 1995 Ontario 
budget. 


Conclusion 

The 1995 Ontario budget gives this government one last chance to put this province on a 
sound fiscal footing and to create and environment to attract new investment and to create 
real lasting private sector jobs - jobs that do not merely recirculate existing wealth but 
actually create new wealth. 


This budget must include measures to create more taxpayers not more taxes. It must in fat 
provide significant tax reductions. 


This budget must include a realistic strategy to balance the books while meeting the 
challenge of reduced federal transfers and the need to lower the total tax burden. 


This budget must include a clear and comprehensive statement of the province's finances. 


The recommendations we have included in this report will enable the government to achieve 
those goals for the good of all Ontarians. 


Ontarians deserve financial stability, high quality and affordable services and economic 
opportunity. 
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If the government has the common sense and the political will to adopt the measures we 
have outlined here and detailed in the Common Sense Revolution it will do the people of 
this province a great service. 


Gary Carr, MPP 
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Legislative Assembly of Ontario 


Standing Committee 
on 
Finance and Economic Affairs 


Pre-Budget Consultation 1996 


1st Session, 36th Parliament 
45 Elizabeth Il 


STANDING COMMITTEE ON COMITE PERMANENT DES FINANCES 
FINANCE AND ECONOMIC AFFAIRS me ET DES AFFAIRES ECONOMIQUES 


The Honourable Allan McLean 
Speaker of the Legislative Assembly 


Sir, 


Your Standing Committee on Finance and Economic Affairs has the honour to present its Report 
on its Pre-Budget Consultation 1996 and commends it to the House. 


Ted Chudleigh, M.P.P. 
Chair 


Queen's Park 
April 1996 
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APPENDIX B Witnesses appearing before the Committee 


ECONOMY 


As is traditionally done in pre-budget hearings, the Minister of Finance and his staff 
launched the Committee’s hearings with an overview of the Ontario economy and an 
assessment of whether predicted current revenues and expenditures are on track. 
Though there have been some relatively small changes on both the revenue and 
expenditure side, the projected 1995-96 deficit of $9.3 billion, as announced in the 
November Fiscal and Economic Statement, is on track. For the third quarter of the 
calendar year, real GDP grew at a 4.7% annualized rate, after falling in the first two 
quarters of the year. This growth was led by exports, which increased at a 9.8% annual 


rate (after declines in the first two quarters of the year). 


Preliminary numbers for the fourth quarter of 1995 were more mixed, with consumer 
spending sluggish but job growth encouraging.’ The Ministry predicted provincial GDP 
(gross domestic product) growth for 1995 at 2.5% (updated from the 2.1% predicted in 
the Statement) and job growth of 71,000; for 1996, increases of 2.3% of GDP and 
81,000 jobs; and for 1997 increases of 3.1% of GDP and 100,000 jobs. The Minister 
of Finance stated that revenue and expenditure projections for 1996 would not be 
provided until the Budget, with the relevant policy announcements; officials therefore 
did not provide predictions for these numbers. Officials also did not provide medium 


and long-term projections. 


Part of the Minister’s presentation dealt with the province’s current fiscal situation. He 
noted that in the past ten years, government spending has virtually doubled from $28 
billion in 1985-86 to $57 billion in 1995-96. Ontario’s accumulated debt has almost 
tripled from $33 billion in 1985-86, to over $97 billion in 1995-96. The debt to GDP 
ratio stood at 14% in 1989-90. Today the debt to GDP ratio stands at 30%. In 1995- 
96, Ontario’s debt will be at $97 billion, more than twice the level in 1990-91. By the 


'More recent numbers also show the Ontario job market performing reasonably well, with an increase of 62,000 
jobs in Ontario over the course of 1995; "Employment, earnings and hours, 1995 and December 1995 (preliminary)" 
The Daily, Statistics Canada, 26 February 1996, p. 2. 


year 2000-01, Ontario’s debt will exceed $120 billion. Ontario’s debt per capita, at 
$8,765 per person, is the third highest among the provinces. Ontario’s 1995-96 deficit 
is forecast at $9.3 billion, $839 per person, the highest among the provinces. Seven 
provinces are forecasting budget surpluses this year. Ontario’s public debt interest in 
1995-96, at $8.9 billion or 18.8% of revenues, is the second highest among all provinces 


after Nova Scotia at 19.3%. 


Ontario’s per capita provincial spending was the third-lowest of the ten provinces in 


1993-94 (the last year for which Statistics Canada figures are available).? 


Expert Witnesses and Economists 


Growth and Uncertainty 


All the expert witnesses, in particular the Bank of Nova Scotia, emphasized the difficulty 
of making predictions in a soft economy, where the recovery is so dependent on exports 
— and thus, on the economic situation in the United States. The witness from the Royal 
Bank also pointed out that Quebec remains a "wild card," which may affect interest 


rates. 


There are some encouraging signs: the witness from Canada Trust said that international 
markets are treating Ontario debt as if it had been upgraded. In particular, the witness 
noted that the interest rate differential had narrowed between U.S. dollar Ontario bonds 
and U.S. Treasury bonds, reflecting the market’s increased confidence in Ontario’s 
current fiscal outlook. In other words, Ontario’s debt now trades closer to an AA than 
its previous performance, which was comparable to a low single A. The Bank of Nova 
Scotia made a more general comment about market confidence, and noted, in particular, 
that Ontarians are already experiencing part of the payoff from the retrenchment in the 
public sector. Interest rates are trending lower, though yields are still very high relative 


to the underlying improvement in inflation. Both witnesses also pointed out that Ontario 


The Globe and Mail gives this figure as $4,940, based on its reading of the Statistics Canada figures; Bruce 
Little, "How Mr. Harris is out-Kleining Mr. Klein," The Globe and Mail, 8 January 1996, p. A8. 


and Canadian debt is trading for very little higher than U.S. debt (that is, the "risk 
premium" has fallen). Other signs are discouraging: the expert witness from Canada 
Trust was particularly concerned about falling retail sales at the end of 1995; and 
consumer confidence is low. This witness also noted that real per capita income is 
actually $155 lower today than it was when the recovery began in 1991. She stated that 
part of the reason was that job growth has been sluggish due to public and private sector 
restructuring, and part was the result of higher taxes, given that Ontario is a high tax 


jurisdiction in North America. 


The expert witness from Informetrica was one of the few who made predictions as to 
GDP growth for 1996 and 1997, saying that Canada would see 1.8% growth in 1996 
and 1.6% in 1997, while Ontario would see approximately 2.3% in 1996 and 2.1% in 
1997.° Partly as a result of concerns about slow growth or even the possibility of a 
recession, his policy recommendations concentrated on stimulative measures. The Bank 
of Nova Scotia provided somewhat more detail than other witnesses as to regional and 
sectoral prospects. They have seen regional differences in performance, with central and 
northern Ontario the main beneficiaries of recent growth. They expect public sector cuts 
will hurt Toronto, though some increase in value-added manufacturing can be expected 


there. 


Expenditure Cuts 


The Royal Bank noted that there seems to be an all-party consensus across the country 
to get the deficit and debt under control. It discussed the effects of the expenditure cuts 
early in the government’s mandate. In general, gradual expenditure cuts are better if 
the economy is weak; however, generalized insecurity is hurting consumer confidence 
widely, while certainty may help. The Bank of Nova Scotia’s presentation noted that 


Ontario is relying on cutting expenditures to tackle its deficit problem, mainly because 


3The Bank of Nova Scotia predicted 1.7% growth for Ontario in 1996 in written material provided to the 
Committee, but emphasized the difficulty of accurate prediction in their presentation; the Royal Bank made a 
prediction on debt-to-GDP ratio, which implicitly includes a prediction of GDP growth, but did not specify what 
it believes that growth will be. 


spending is way out of line with the revenue-generating capacity of the province. The 
Bank cited a study of OECD countries (discussed below at p. 10-11) which were 
successful in reducing their debt burdens cut spending and did not raise taxes. Further, 
governments which reduced their debt burdens, cut social welfare programs and the 
government wage bill. Governments which did not cut spending in those two areas were 


unsuccessful in reducing the debt burden. 


Informetrica discussed some of the calculations they have made as to the economic 
"drag" created by expenditure cuts, and argued strongly that more cuts will worsen the 
already slow provincial economy. This expert witness noted that slow demand (because 
of weakness in the American economy as well as expenditure cuts by Ontario, the 
federal government and likely Quebec) will have a negative impact on government 
revenues and on business expansion, even if businesses approve of the government’s 
policies. The expert witness who was formerly the Executive Director of the Fair Tax 
Commission modelled the effect of $5 billion in expenditure cuts to finance the tax cuts 
proposed in the Common Sense Revolution. He projected the effect on jobs, assuming 


impacts spread throughout the Canadian economy, to be: 


e a gain of 15,000 jobs in Ontario due to the tax cuts; and 
e a loss of 72,000 to 87,000 jobs in the province due to the expenditure cuts, for 
e a net loss of 56,000 to 72,000 jobs in Ontario, and 


e a net loss of a further 50,000 jobs in the rest of Canada (because of 
interprovincial trade flows). 


Other witnesses, particularly from unions, also attacked spending cuts, even in 
combination with income tax cuts, as pro-cyclical in a sluggish economy, and likely to 
create unemployment and economic drag. The Bank of Nova Scotia believes that the 
spending cuts that have been made will not "permanently impair the ability of the 


economy to recover." 


Public sector unions also argued that job cuts in the public sector will not be equalled 
by job creation in the private sector, and delivery of services is not necessarily more 
efficient when it is done by the private sector -- health care was used as an example. 
They also believe that the cuts that have taken place are irrational from an economic 
point of view, especially child care cuts -- which will make it harder for women 
receiving social assistance to find work -- and cuts which have foreclosed existing plans 
for restructuring and shared services. The Committee made a series of recommendations 


on government spending issues addressed by the expert witnesses. 


i The government should honour its commitment to reduce the deficit and 
balance the budget by the fiscal year 2000-2001. 


2 The government should find the necessary savings needed to balance the 
budget. 
3. The government should define its priority roles, restructure in light of those 


priorities and focus its resources on those priorities. 


4. The government should consider creative initiatives such as providing tax 
support through Crown foundations to assist various sectors in the necessary 
restructuring. 


Tax Cuts 


The expert witnesses, as well as witnesses from business, disagreed as to how 
stimulative an income tax cut would be. The Royal Bank made a series of points on the 
matter: delivery of tax cuts in combination with expenditure cuts would usually lead to 
a net loss, but the "front-end loading" of cuts, demonstrating the government’s 
commitment, may attract outside investment. In the longer-term, expenditure cuts will 
probably make Ontario more competitive. If tax cuts are faster and the deficit rises, this 
would ordinarily be stimulative, but there are costs in not bringing down deficit and 
significant risks especially when other jurisdictions are cutting. People also may not 
perceive a tax cut as permanent, which would make them less likely to spend the money, 
and would thus be less stimulative. In response to a question, he emphasized that the 


tax cuts would be economically beneficial for the economy, though any tax cut will have 


"leakage," and will not be entirely stimulative. Finally, conventional wisdom is that a 
sales tax cut would be the most stimulative, but effects on consumer confidence, which 


are unpredictable, may argue in favour of income tax cuts. 


The expert witness from the Royal Bank believes that a $2 billion tax cut is possible 
with existing expenditure reductions, but further expenditure cuts may be needed to 
finance any additional tax reductions. He also noted that debt-to-GDP ratio is predicted 
to start to fall in 1998 (a point that was also made by another witness). There is 
therefore some room for tax cuts, even with slow growth. The Bank of Nova Scotia 
said that, given the lack of specifics regarding the composition and timing of the tax cut, 
analysis of its net impact is difficult; it may produce increased saving, particularly 
because consumers are also concerned about jobs, government cutbacks and possible 


changes to the Canada Pension Plan. 


The Bank of Nova Scotia did note that the tremendous rise in taxation rates in recent 
years has been a factor which probably dissuades businesses from investing in Ontario. 
This expert witness suggested that moving to a tax regime which is more in line with our 
major trading partners is essential to attracting new investment and new jobs to the 
province. However, information released by the Ministry of Finance in September 1995 
indicates that, while Ontario has the second highest total tax burden and personal income 
tax burden in the country, at higher income levels, the province (and Canada as a whole) 
has lower corporate income taxes than most OECD countries and competing U.S. 
jurisdictions. Ontario also has the fifth-lowest corporate income tax rates for 
manufacturers of the provinces; much lower payroll taxes, particularly for new workers, 
than competing U.S. jurisdictions; and Ontario’s corporate minimum tax is substantially 


lower than such taxes in U.S. states.4 


The expert witness from Canada Trust had a slightly different rationale for quick tax 


cuts. Because people are insecure about their jobs and have been experiencing a real 


‘Taxation Policy Branch, Ministry of Finance, Overview of Ontario’s Tax System (Toronto: The Ministry, 
September 1995), pp. 24-34. 


loss of income, tax cuts are the best way to get them to spend, thus stimulating demand. 


The witness believes that this creates additional jobs, additional income and spending. 


In general, the idea of concentrating tax cuts on lower income people was advocated by 
those witnesses who were most concerned about the macroeconomic effects of the 
expenditure cuts that have been made. Informetrica in particular argued that this group 
are more likely to spend the money immediately, leading to greater job and growth 
effects. In response to a question, however, the expert witness from Informetrica 
suggested that a sales tax cut of the same magnitude as the promised income tax cuts 
would probably be more stimulative. The expert witness from Canada Trust was a 
strong advocate of the tax cut, both to make Ontario more competitive as a tax 


jurisdiction and as a stimulus after the expenditure cuts. 


The expert witness formerly with the Fair Tax Commission argued that a flat cut in 
personal income tax would primarily benefit families with income well above the Ontario 
median, with over half the total cut going to families with annual incomes of over 
$90,000 a year. Similarly, social action groups such as the Ontario Social Safety 
Network, the Daily Bread Food Bank and the National Action Committee on the Status 
of Women believe that the proposed income tax cut will exacerbate the deficit without 
substantially improving unemployment. Extending the argument regarding lower-income 
people spending a much larger proportion of their income (while higher-income people 
put up to 40% into savings), they believe that restoring the incomes of people on social 


assistance would be a more effective economic stimulus. 


The witness from the C.D. Howe Institute discussed three matters: 


e budgetary control and how this can improve national savings rates (in that 
government deficits have reduced net national savings); 


® the benefits of this -- especially that it will allow growth in real national wealth, 
which has been very weak in this decade; and 


e international experience. 


The implications of his emphasis on the savings rate became clear when he responded 
to a question on targeting the income tax cut. He argued that while tax cuts may be 
valuable, it is not because they will increase consumption, which is already too high, but 
ideally because they will increase saving. He emphasized the deadweight loss (46% 
according to one economist)? of tax increases because of changed behaviour (lower 
work effort etc.). On the savings rate issue, however, the witness from the Royal Bank 
argued that short-term stimulus is needed; if the economy grows, people will then save 


more and spend more. 


The major disagreement among witnesses was the relative priority of deficit reduction 
and tax reduction. The other disagreement was on the combined effect of the proposed 
tax reduction and current and future expenditure cuts. Some witnesses, particularly 
business organizations and Canada Trust believe a personal income tax (PIT) cut is key 
to stimulating the provincial economy, which should ultimately balance the budget. 
Others believe an income tax cut is needed, but that reducing the deficit must take 
priority if a choice has to be made. Finally, others are concerned that any stimulative 
effect of an income tax cut will be offset, or even outweighed, by the negative effects 
of expenditure cuts. If the overall effect is negative, the government may see the same 
kind of revenue losses (through unemployment and lower consumption) it was seeing 


earlier in this decade, and ultimately, a deterioration in the deficit situation. 


Those most concerned about reducing the deficit as the government’s highest priority 
tended to make recommendations similar to that made by Sun Life, that the government 
should consider the inclusion of an explicit contingency plan in the next budget. The 
plan should set out, for both citizens and investors, how the government would respond 
to improving or worsening circumstances. Such a plan could, for example, explicitly 
provide for a smaller than planned tax reduction if deficit targets appear otherwise 
unlikely to be met. The Brampton Board of Trade also suggested that the Ministry 


should request assessments of these plans from economists, bond rating agencies and 


*The witness referenced work on the issue by Bev Dahlby of the University of Alberta. 


others, to maintain confidence in the government’s fiscal plan. On taxes, the Committee 


recommended that: 


op The government should reduce personal income taxes to stimulate job 
creation, investment and consumer confidence. 


Job Creation 


No witness who addressed the issue had particularly high expectations that the province’s 
economy would be generating a large number of jobs in 1996 or 1997. General 
comments by witnesses on the stimulative effects of tax cuts, the economic drag of 
expenditure cuts, or an improved business climate address job creation along with 
economic growth. Specific comments on job creation came from the expert witness 
from Informetrica, who predicted continuing sluggish job growth (as did all the other 
expert witnesses), possibly only enough to keep the unemployment rate from rising. 

The expert witness who had been with the Fair Tax Commission made detailed 
projections, summarized above, on job losses resulting from expenditure cuts. Finally, 
the expert witness from the Bank of Nova Scotia pointed out that the service industry 
is currently restructuring with effects that can be expected to be similar to restructuring 
in the manufacturing industry -- a process which resulted in major job losses, at least 


in the short term. On jobs, the Committee recommended that: 


6. Job creation is an important criterion against which the Budget is measured. 
The government should honour its commitment to create 725,000 new jobs 
between July 1, 1995 and December 31, 2000. 


Monetary Policy 


A number of witnesses, particularly from the Ontario Federation of Labour, the 
Canadian Union of Public Employees (CUPE) and the Ontario Public Service 


Employees’ Union (OPSEU), made recommendations on monetary policy. 
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e The Bank of Canada should be urged by the Ontario government to return to its 
original mandate of promoting "the economic and financial welfare of the 
Dominion," including encouraging a full employment policy. 


@ Both federal and provincial governments should borrow from the Bank of 
Canada rather than private financial institutions as a way of reducing the deficits. 


e The Bank of Canada should maintain a long-term low interest rate policy. 


The C.D. Howe Institute argued that public expenditure cuts have often been 
accompanied by private sector growth. If this does not happen in Ontario and Canada, 
he would expect the Bank of Canada to respond with lower interest rates, which should 
produce growth. Similarly, the Royal Bank argued that the Bank of Canada is being as 


expansionary as possible (effectively matching short-term U.S. rates). 


DEBT AND DEFICIT 


In general all witnesses who addressed the issue agreed that the deficit, and ultimately 
the debt, must be reduced; disagreement revolved around the route to doing ’so. Almost 
all the business organizations that appeared recommended that the government stay the 
course on its approach, particularly its spending cuts. The Canadian Federation of 
Independent Business recommended that the government balance the provincial budget 
within five years, and reinforce this direction with stringent balanced budget legislation 
on the Manitoba model. The Canadian Life and Health Insurance Association 
recommended that the government address budgetary deficits solely through a reduction 
in program expenditures, that there be no tax increases on individuals or corporations, 
and that the ultimate goal must be to lower the overall burden of taxation. John Kellett 
argued that trying to reduce the deficit via higher taxes has proven unsuccessful, and that 
cutting spending, particularly on social assistance, has worked in U.S. states. He 
believes such an approach should improve investor confidence in Ontario. Similarly, 
the C.D. Howe Institute pointed to the study of OECD countries summarized below and 
suggested that the evidence is that the route to deficit reduction being followed by the 


government is the correct one. 


This recent study of progress in cutting deficits in various developed countries, 
mentioned above on p. 3, compared the record of 20 OECD countries since 1960.° Its 


major findings were: 


e Large fiscal expansions typically occur through increases in expenditure, while 
large fiscal adjustments rely on tax increases. 


e Permanent improvements are implemented mainly via cuts in transfer programs 
and compensation of government employees, while temporarily improvements 
are carried out almost exclusively via tax increases. 


e Coalition governments are less successful than single parties (whether of the 
right or the left) in making permanent fiscal adjustments. 


Representatives of specific industries argued that recent policy and spending actions are 
helping to restore consumer confidence and spark a revival in their sectors. Business 
and market confidence is also improving, according to several witnesses. The Canadian 
Chemical Producers’ Association in particular claimed that fiscal improvements and 
recent changes to the labour laws are key components of this process; competitiveness 
is Of major importance to export-oriented world-wide industries. The Canadian 
Manufacturers’ Association argued that the government must both reduce the deficit 
through the type of cuts it has made, and must also expand industrial growth and 
development through enhancing investment. The Natural Gas Association, on the other 
hand, recommended that implied budget surpluses, as the fiscal plan matures, should be 
dedicated in order of priority to public debt amortization, tax reductions and expenditure 
increases on economic and social infrastructure; and that the government should consider 
legislative safeguards to reduce the risk that a future government might put Ontario back 


on an aggressive spending path. 


Finally, it should again be noted that a number of witnesses from business recommended 


that the government present an explicit contingency plan with its 1996 Budget, stating 


°Alberto Alesina and Roberto Perotti, "Fiscal Adjustment: Fiscal expansions and adjustments in OECD 
countries," Economic Policy (October 1995): 207-248. 
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the course of action it will take if its economic and fiscal assumptions turn out to be 


wrong, and how it would respond to improving or worsening circumstances. 


The Ontario Federation of Labour made the most detailed presentation, supported by 
witnesses from public sector unions, on the argument that in general, a full employment 
strategy is a more effective way to reduce the debt and deficit than cutting public sector, 
and the associated private-sector jobs. The Ontario Social Safety Network recommended 
that the government address poverty and unemployment by halting the real decline in the 
minimum wage. A seniors’ organization also recommended increasing the minimum 


wage. 


A number of witnesses also referred to studies by Statistics Canada and the Dominion 
Bond Rating Service which argue that the increase in debt, at the federal and provincial 
levels, can be attributed to high interest rate policies at the Bank of Canada, rather than 
excessive increases in social spending. The Ontario Federation of Labour argued that, 
given the logic of compound interest, as long as interest rates are significantly higher 
than economic growth, it will be impossible to retire the public debt, and economic 
growth rather than fiscal and monetary restraint is the route to reducing deficits and 
ultimately debt. The Ontario Public School Teachers’ Federation argued that the deficit 


should be tackled during a period of economic growth. 
TAXATION 


Some witnesses from larger businesses recommended that the government should take 
a cautious approach to lowering taxes, which includes examining all taxes including 
payroll taxes, corporate income taxes and harmonizing provincial retail sales tax (RST) 
with the Goods and Services Tax (GST), to work towards job creation and investment 


while meeting its deficit targets. 
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The Ontario Taxpayers’ Federation specifically recommended that the government 
introduce its promised Taxpayer Protection Legislation with the 1996 Budget. This 


would: 


e make any increase in existing tax rates or any new taxes subject to approval by 
the voters of Ontario in a binding referendum; 


e require the elimination of Ontario’s operating and capital deficits within at least 
five years, also with interim deficit reduction targets for each of the years; and 


e contain "pay for performance" ministerial salary penalties for the Premier and 
cabinet ministers if interim deficit reduction targets are not met. 


The Federation also recommended that the province should consider entrenching such 


legislation in the Constitution Act. 


Personal Income Tax 


Macroeconomic issues in the personal income tax (PIT) cut promised in the Common 
Sense Revolution are discussed above, under the economy. This section is therefore 


limited to a discussion of specific income tax recommendations. 


The Ontario Natural Gas Association recommended that the proposed tax reduction 
should apply broadly and equitably, beginning at a modest level on July 1, 1996 and 
increased on January 1, 1997. To reduce "bracket creep" in the income tax, the 
indexing provision should be updated to provide that inflation gains in excess of 1.5% 
would be indexed. The Minister should consult with the federal Finance Minister and 


his provincial colleagues to introduce this provision. 


The Ontario Taxpayers Federation recommended that the government phase in its tax 
rate reduction in six-month intervals beginning this July, with 7.5% to take effect July 
1, 1996, 7.5% on January 1, 1997, then 3.75% cuts every six months thereafter over 


the next two budget years. The Federation argued that these cuts should take place, and 
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the government should not try to raise additional revenues from upper-income taxpayers 


or from corporate taxes. 


The Metro Toronto Board of Trade and the Ontario Chamber of Commerce 
recommended a PIT cut, but suggested that the cut need not be 30%, nor the same 
reduction at all income levels. A few witnesses, including the Canadian Organization 
of Small Business suggested that personal taxes should be reduced and consumption 


taxes raised, if necessary. 


The Canadian Manufacturers’ Association does not have an official position on the 


proposed cut; it made three points on the issue, however. 


Deficit-cutting measures must take primacy over reductions in taxation. 
e If it is possible to reduce while harmonizing sales taxes, this should be pursued. 
e In response to a question, they said that they believe a PIT cut will reduce labour 


costs, which would benefit their membership. 


Citizens for Public Justice recommended that the government should table a cost-benefit 
analysis of various ways that it might spend the $4 billion it plans to dedicate to the 
proposed income tax cut. OPSEU and other public sector unions called for reform of the 
tax system, by tightening up the collection of back taxes owed the government; 
establishing a minimum corporate tax; imposing a wealth transfer tax on large 
inheritances; and establishing an Ontario Savings Bond, its purpose being to retire the 


debt. They also recommended abandoning the proposed cuts. 


A number of social action groups and seniors’ organizations recommended that if the 
government proceeds with the tax cut, as promised in the Common Sense Revolution, it 
should eliminate the 21.6% reduction to social assistance and direct the tax cut to 
working people whose income is below the Statistics Canada poverty line, through 


changes to income tax rates and sales tax credits. 
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The Canadian Life and Health Insurance Association recommended that the province 
should work with the federal government to allow private health care plans to provide 
supplementary services to the public health care system; employer health contributions 


should not be taxed in the hands of employees. 


The Canadian Association of Retired Persons recommended that the province should 
explore the idea of awarding provincial tax credits to seniors who reduce the 


government’s burden by providing child care or taking in relatives. 
Property Tax 


The Ontario Home Builders’ Association endorsed the government’s review of property 
taxation, and recommended that this should result in the equalization of the property tax 
burden on residential and rental accommodation. The Ontario Taxpayers’ Federation 
argued that the Golden Task Force’s proposal would be significantly more expensive to 
administer than the present system; the province should adopt a Unit Assessment system. 
Eli Lilly expressed concern about the uneven tax structure across the province. The 
Ontario Natural Gas Association recommends against greater flexibility in local taxation 
and user fees without adequate consultation, documentation and review of alternative 


measures. 


The Canadian Federation of Independent Business made a series of recommendations on 


property taxes: 


e Municipalities should be required to tax property classes in proportion to the 
levels of local services they consume. 


e Eliminate business occupancy taxes. 
e Eliminate the use of "Within-class" assessments. 
e Restrict and gradually eliminate the use of variable mill rates. 


e All reassessments and tax adjustments must be phased in gradually. 
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The Ontario Hotel and Motel Association believes that a cut to the property tax on hotels 
in Metro Toronto would lead to an immediate increase in jobs and investment in the 


industry. 


The Canadian Association of Retired Persons recommended that municipalities should 
consider a way to accrue property taxes for seniors over a certain age, such that 
property taxes could be payable upon death or when the property is sold, so that seniors 


with limited cash flows can stay in their homes. The Committee recommended that: 


is The government should bring equity and rationality to the property tax 
system in Ontario. 


Corporate Income Tax 


The Canadian Chemical Producers’ Association believes that Ontario’s corporate tax 
system is marginally competitive with other relevant jurisdictions -- in the case of the 
chemical industry, Texas, Louisiana and Alberta -- and there is no room for any increase 
in these taxes. In response to a question, the Canadian Organization of Small Business 
agreed that it may be worth looking at offsetting provincial corporate tax if profits are 


reinvested in the business. 


Regarding the Corporate Minimum Tax, the Canadian Manufacturers’ Association 
believes it should be repealed, as expensive to administer and resulting in no net benefit 
to the province, while seniors’ organizations recommended that the tax should be 


increased. 


The Advocacy Resource Centre for the Handicapped recommended that the province 
should lobby the federal government to amend the Jncome Tax Act to improve tax relief 
for businesses and employers who improve accessibility, and to improve tax relief for 
individuals with disabilities and their families. Finally, the Disability Tax Credit has 
become harder to get, and the federal government should be urged to review its 


adjudication process. 


Employer Health Tax 


A number of business organizations recommended that the government should maintain 
its commitment to eliminate the Employer Health Tax (EHT) on the first $400,000 of 
employer payroll. The Canadian Federation of Independent Business also recommended 
that the self-employed EHT be eliminated consistent with the $400,000 business 
exemption, and that the government publicize the one-year EHT holiday for new hires. 
However, the Canadian Organization of Small Business recommended that the EHT 
should be entirely abolished and replaced by OHIP premiums. The Committee 


recommended that: 


8. The government should proceed with its plan to reduce the Employer Health 
Tax burden on small and medium-sized businesses, Ontario’s largest job 
creators. 

Sales Tax 


Harmonization with the GST 


A number of witnesses from business recommended that the government should 
harmonize the federal Goods and Services Tax (GST) and provincial Retail Sales Tax 


(RST). However, the specific recommendations differed according to the sector and 


group: 

e the Ontario Home Builders recommended that any change should not increase 
the tax burden on new housing; 

e the Ontario Trucking Association believes offsetting income tax credits for low- 
income consumers may need to be improved, and any change should concentrate 
on professional services; 

e the Ontario Natural Gas Association recommended no increase in overall tax 
burden, that business inputs must be free of tax and that the tax burden on food 
and residential energy should not be increased 

e the Ontario Federation of Agriculture recommended that farm inputs remain 


taxable at the zero rate 
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e the Canadian Manufacturers’ Association recommended full input tax credits and 
no graduated introduction; 


Witnesses from small business and retailers recommended that the government should 
quickly act on harmonization, via an 11% value-added tax (VAT) with no exemptions. 
This will have the additional effect of reducing waste and non-compliance. The Retail 
Council of Canada, in response to a question, said that the Council has no position on 
whether such a harmonized tax should be visible or included in sticker price, but said 
that any such requirement should be uniform for all businesses. The Canadian 
Federation of Independent Business listed three principles the government should follow 


in any harmonization: 


e sales tax reform must not be a tax grab of any kind; 

e the reformed system must be a significant improvement on the current system; 
and 

e there cannot be different harmonized rates in different jurisdictions. 


However, the Canadian Bankers Association argued that integration of federal and 
provincial sales taxes, rather than full harmonization, could significantly reduce costs. 
Finally, a few witnesses, including the Ontario Restaurant Association, the Ontario Hotel 
and Motel Association and the Municipal Electric Association, recommended that the 
government should oppose harmonization of the GST and RST and should instead 


encourage the federal government to fulfil its campaign promise to eliminate the GST. 


Other Retail Sales Tax Issues 


The Retail Council of Canada recommended that any intensification of sales tax audit 
efforts be carefully targeted to businesses where there is a likelihood of evasion, and 
opposed random auditing of small businesses and tighter scrutiny of large firms. The 
Council believes that intensified auditing is not likely to generate significant additional 
revenues or to make a dent in the underground economy; only lower taxes will affect 


the latter. 
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The Ontario Trucking Association recommended that sales tax on auto insurance 
premiums and warranty repairs should be eliminated in the commercial sector, while the 
Canadian Automobile Association (CAA) recommended the entire elimination of the 
insurance tax. Similarly, the Canadian Life and Health Insurance Association 
recommended that the premium tax should not be increased, and retail sales tax on group 


life and health insurance premiums should be repealed. 


The Ontario Restaurant Association recommended that the government increase the $4 
tax exemption threshold on low cost meals to $6 to reflect inflation, and that the 
government should eliminate the double taxation of beverage alcohol sold in licensed 
establishments through the elimination of the 12% gallonage tax and the reduction of the 


10% retail sales tax to 8%. 


Other Tax Issues 


The Canadian Organization of Small Business recommended that the Ontario capital tax 


be abolished. The Canadian Manufacturers’ Association recommends that: 


& the capital tax should be creditable against corporate income tax in any given 
year (at present, it functions as a disincentive to capital investment); 


& the Current Cost Adjustment program be reintroduced, to improve 
competitiveness with tax regimes in neighbouring jurisdictions; 


e the government should consider eliminating the royalty add-back provision in the 
province, to make the province more competitive with neighbouring 
jurisdictions; and 


e the province must look at all payroll taxes together and reduce individual 


components where possible. 


The Canadian Bankers Association recommended that the government apply taxes fairly 
-- banks argue that they have been singled out for tax increases, and that this approach 


should not be taken in future. 
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The Canadian Manufacturers’ Association and Eli Lilly believe the Ontario Research and 
Development (R&D) Super Allowance is a key aspect of Ontario’s tax regime and 
should be retained. It should however be simplified and appropriately increased. In 
response to a question, the Association acknowledged that the existing regime is very 


competitive with other jurisdictions. 


The Association of Canadian Distillers recommended that the province should adopt a 
non-discriminatory tax rate per litre of absolute alcohol, should recommend that the 
federal government do the same, and should audit the LCBO’s method of allocation 
operating costs for retailing beverage alcohol; their brief also noted the costs of separate 


and distinct distribution and retailing systems for different forms of alcohol. 


Both the CAA and the Ontario Trucking Association recommended that fuel taxes not 
be increased. The trucking association also recommended that Ontario should join the 
International Fuel Tax Agreement; this would save administration and compliance costs 
for both industry and government. The province should eliminate fuel tax fees used for 


Start-up costs of the Agreement. 


Both the Ontario Secondary School Teachers’ Federation and the Canadian Organization 
of Small Business recommended a tax on financial transactions be implemented to offset 


lower personal taxes. 


Regarding retirement savings, the Canadian Organization of Small Business 
recommended that the province should negotiate with the federal government to allow 
the use of Registered Retirement Savings Plan (RRSP) funds in small businesses, and 
the Canadian Life and Health Insurance Association recommended that there should be 
no changes to the tax rules for retirement savings before the completion of a review of 


the entire retirement income system. 
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User Fees 


Social action groups had the strongest objections to user fees -- the National Action 
Committee on the Status of Women believes that any tax refund to lower-income people 
will be more than outweighed by cuts to social spending and user fees for other services, 
and the Ontario Public School Teachers’ Federation and other groups argued that a shift 
from program spending to user fees is a form of regressive taxation. However, a 
number of business groups, such as the Canadian Federation of Independent Business 
also addressed fees and levies, recommending that the province undertake a detailed 
review of these fees and comparison with other provinces, and that fees must be a 
replacement for taxes rather than an addition to taxes. The witness from the Ontario 
Home Builders’ Association said he supported a general move to user fees from program 
spending, as did the chemical producers, but they should not interfere with 


competitiveness. 


The Coalition for Public Justice recommended that increased reliance on user fees for 
services should be delayed until there can be a broad public discussion on what are the 


core government services that should be exempted from such fees. 
Other Macroeconomic Issues 


In response to a question on access to capital, the Royal Bank argued that banks have 
improved their performance vis-a-vis small business, but there are other sources of 
venture and equity capital. Regarding interest rates, the witness argued that the spread 
of interest rates, rather than the level itself, is key to bank profits. The Canadian 
Bankers’ Association also addressed the question of banks and economic development, 
arguing that the industry does support small and medium business. Business plan and 
trade development have been a focus, in cooperation with federal and provincial 
governments; the industry has been working towards its employment equity 


responsibilities. In response to a question on the underground economy, the Association 
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was not particularly concerned, but believes money may be moving off-shore. They also 


argued that problems of tax compliance increase if the system is perceived as unfair. 


CUPE recommended that the government should make a report on performance 
implications of the government’s actions, including underlying information and 


assumptions; this report should be released concurrent with the 1996 budget. 


The Ontario Coalition of Agencies Serving Immigrants recommended that the 
government develop policies and strategies to improve Ontario’s economic position by 


realizing the full economic potential of immigrants. 


Both Informetrica and the C.D. Howe Institute noted that provincial policies must be 
coordinated with the federal government to the extent possible, since measures taken by 
the provincial government can easily be counteracted by federal expenditure cuts. The 
Institute also strongly argued that net federal transfers out of Ontario are certainly bad 
for Ontario, and may not benefit the rest of the country, because of the distortions they 


produce. The Committee recommended that: 


9. The government should attempt to incorporate in the Budget the budget 
recommendations of the government-appointed Ontario Financial Review 
Committee. 

10. The government should review the regulations of provincially regulated 


financial institutions to ensure that such regulations do not constitute a 
barrier to accessing capital by small and medium-sized businesses. The 
government should also work with the federal government to ensure that 
federally chartered banks do not restrict access to capital for small and 
medium-sized businesses. 


SECTORS 


Eli Lilly recommended that government/industry partnerships should be expanded in 


general, particularly in the research, science and technology sector. 
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Agriculture 


The Ontario Federation of Agriculture made a series of recommendations, on income 
support, crop insurance, government support for training and research in the agricultural 
sector and for environmental initiatives, day care issues on farms and property tax relief. 
The main focus of their recommendations was that the provincial government should 
continue to fund research and training in the sector, including work on environmental 
issues in the agricultural sector. They also recommended a move towards a whole-farm 
income safety net, improvements to crop insurance and payroll and property tax relief. 
Regarding rural day care, they recommended both program funding and studying 


improvements to tax credits or expense deductions. 


Transportation 


In both the transportation and construction sectors, witnesses had recommendations on 
infrastructure funding. Two witnesses recommended that the government should make 
economies in current spending and place some of the savings in capital expenditures. 
The Ontario Road Builders’ Association also argued that costs saved on road repair will 
lead to higher costs to the health system, increases in the cost of owning and maintaining 
a vehicle, and other economic losses. The Council of Ontario Construction Associations 
recommended the creation of a permanent panel of private and public sector leaders to 
make recommendations to the government regarding capital expenditures and on the role 
of public-private partnerships. Appropriate, i.e. self-financing public-private 
partnerships should be actively pursued, particularly in replacing Ontario’s aging sewer 
and water infrastructure and in building new roads. One way of financing this would 
be to move to full cost recovery in the area of water costs. The Ontario Trucking 
Association also recommended that the Committee endorse the Auditor’s 
recommendation for improving Ministry of Transportation design, construction and 


maintenance standards and programs and the Association also recommended that: 


e Highway 407 should be completed as announced; 
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e a Mandatory Carrier Safety Rating System using third-party auditors should be 
introduced; 
e Ministry of Transportation stationary truck inspection stations should be 


rationalized; and 


e opportunities for industry self-regulation should be pursued. 
The Canadian Automobile Association recommended that: 


e fuel taxes already being collected be dedicated to a trust fund for re-investment 
in Ontario’s roads; 


e the government allocate funds to implement the recommendations regarding truck 
safety of the Coroner’s inquest into Angela Worona’s death; and 


@ the government specifically allocate funds for RIDE programs. 


Construction 


The Ontario Home Builders’ Association expressed support for the government’s exit 
from the non-profit housing sector, for changes to the planning and approvals process, 
proposed amendments to the Ontario Building Code, and a new process of changes to 
the Development Charges Act. Similarly, the Council of Ontario Construction 
Associations said that the image of Ontario as a place to invest has been improved by 
changes to the labour laws, the attack on waste at the Workplace Health and Safety 
Agency, and reform at the Workers’ Compensation Board. The home builders 
recommended that deregulation of the rental market should proceed quickly, since 


changes to the ownership market are likely to take place more slowly. 


Paul Duffy, an engineer working in innovative housing technologies, made a 
presentation on his ideas for making Ontario a world leader in this field. He 
recommended coordination at the government level, a regulatory framework which can 
encourage such development; and streamlining of approvals once technologies have 


proved themselves. In response to questions, he emphasized that he did not believe 
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standards should be lowered, but that new technologies which meet high standards 


should be able to prove themselves. 


Arts 


The Ontario Arts Council argued strongly that it needs stable multi-year funding to 
respond to the planning needs of the organizations and artists they fund. In response to 
a question, they also endorsed the government’s commitment to make the council a 
Crown Agency for tax purposes, which should allow it to attract more private funding, 
and suggested that the legal mandate of the Council might be re-examined with the same 


purpose. 


The Toronto International Film Festival Group made a presentation on the economic 
effects of its three components (the Film Festival itself, Cinematheque Ontario and the 
Film Reference Library) and argued that, while they accept the need for restraint, cuts 
to their programs should be limited to 10% (rather than the effective 37% cut some 


areas may be facing). 


The Canadian Film and Television Production Association noted that with the end of the 
federal Capital Cost Allowance, some $25 million will also return to provincial funds. 
They wish to work with the government to make any changes to the Ontario Film 
Investment Program that may be found necessary, possibly to a tax credit program like 
the new federal approach, but recommend that the government provide a bridging 
mechanism in the transition to any new program. They argued that the Quebec 
government did not provide such a transitional period, and the industry in that province 
suffered. In response to a question, they said that other jurisdictions provide support 
to the film and television industry, and productions will leave Ontario if no assistance 


at all is provided. 
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Chemical 


While the Canadian Chemical Producers’ Association supports removing subsidies to 
business, the government must also consider the levels of subsidy offered in competing 


jurisdictions and respond appropriately. 


Utilities 


The Municipal Electric Association believes that low electricity rates are essential for 
maintaining Ontario’s competitiveness with neighbouring jurisdictions and support the 
five-year freeze on average rates. They also recommended that government should 
remove Ontario Hydro’s debt guarantee and the water rental it charges to Ontario 
Hydro, which is passed on to customers. The Association also discussed the 
recommendations it had made to the Macdonald Committee on options for competition 


in the electricity industry. It believes that these changes will bring rates down. 


The Ontario Natural Gas Association also recommended that the Minister support the 
early transition to a competitive electricity system. It argued that the further 
development of the natural gas vehicles depends on the continued support of the 


government of Ontario and the federal government for technology leadership. 


The Ontario Federation of Agriculture recommended that the government: 


e undertake to equalize the rates paid by farmers for electricity across the province 
and to make electricity rates more competitive with those offered to provinces 
in neighbouring jurisdictions; and 


& ensure that farmers will pay no more for electricity as the result of any 
restructuring or privatization of Ontario Hydro. 


Manufacturing 


In response to a question, the Council of Ontario Universities argued that an effective 


way to invest in R&D would be to build on the existing program of Centres of 
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Excellence, and specifically the manufacturing centre. The Canadian Manufacturers’ 
Association made a series of recommendations on fiscal and tax policy, noted elsewhere 
in this report, and believe that implementing their approach to fiscal and tax policy will 
make Ontario a better place to invest. Ultimately this will result in further economic 


improvement and job growth in their sector. 
Tourism 


The Ontario Hotel and Motel Association argued that Ontario has the largest tourism 
industry in the country and that investing in the tourism industry has been shown by 
cost-benefit studies to be worthwhile. The Association believes the government should 
also examine its fiscal, regulatory policies as they relate to the industry -- property taxes 
(especially the taxes on hotels in Metro Toronto), taxes under the Liquor Licence Act 
(especially the gallonage tax), municipal no-smoking policies, and the GST. The 
Association expressed support for the government’s actions in reducing the EHT, 
Workers’ Compensation Board premiums, employment equity and employment standards 
regulations and inappropriate health and safety regulations. The Association argued that 
the hospitality industry already has socially responsible hiring practices. In response to 


a question, the Association noted that there is a serious capital shortage in the industry. 
Mining 


The Ontario Mining Association recommends that: 


e the Committee support the present resource allowance system (which recognized 
provincial royalties in the federal tax regime), but recommend legislative changes 
to ensure that the federal government does not have to refund taxes as was ruled 
in a recent court case. 


e the Committee recommend that taxes be deferred on interest earned in mandatory 
mine reclamation trusts until the money is withdrawn for reclamation and closure 
purposes (on the model of RRSPs). 


The Association also endorsed recent changes to the Mining Act under Schedule O of 


Bill 26 and endorsed further work to reduce regulations and guidelines without 
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compromising environmental standards. For example, different environmental 
assessment requirements and processes at the federal and provincial levels should be 


eliminated, which would save money for both the industry and government. 


Regulatory Reform 


All the witnesses who addressed the matter support the government’s Red Tape 
Committee, chaired by Frank Sheehan, MPP, and believe reduced regulation will 
provide a stronger margin of competitive advantage. Several recommended that 
Committee should identify areas in which regulations can be developed and applied 
uniformly province-wide, updated or completely eliminated. The Canadian Federation 
of Independent Business recommended that any changes must significantly reduce 
compliance costs to business and reduce or eliminate the duplication of regulatory 
mechanisms within and between governments. A number of witnesses said they believe 
the committee and the review of agencies, boards and commissions will find ways to 


reduce administrative spending. 


In specific industries, the Canadian Bankers Association recommended that Ontario leave 
the regulatory field and support the establishment of a national securities regulator, 
which would reduce duplication. The Ontario Home Builders’ Association expressed 
support for the government’s initiatives in reducing regulation, including revisions to the 
Ontario Building Code. However, the Advocacy Resource Centre for the Handicapped 
raised concerns it has that the government will no longer treat accessibility as a priority 
of the Code, and recommended that it should remain a priority. The Committee 


recommended that: 


16 The government should continue to eliminate red tape and unnecessary 
regulation and reduce the barriers to investment. 


12. The government should work with the federal government to end regulatory 
overlap by ensuring that only that level of government best suited to regulate 
a particular activity does so. 
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TRANSFER PARTNERS 


Federal Government Transfers 


A number of social action groups recommended that the provincial government should 
act as an advocate on behalf of Ontarians in negotiations with the federal government, 
rather than endorsing the downloading of federal fiscal problems to the provincial 
government. The Interfaith Social Assistance Reform Coalition also recommended that 
the provincial government ensure in its negotiations with the federal government that 
there are standards -- at a minimum those within the Canada Assistance Plan -- that 


apply to Canada’s social programs. 


Sun Life recommended that the province should raise with the federal government the 
idea that equalization should be embodied in a single transparent payment rather than 
hidden in schemes such as regional employment benefits and industry programs. The 
province should also argue that the federal government should restore equality in transfer 
payments (after the cap on CAP payments) by curtailing transfers to other provinces 
rather than increasing transfers to Ontario. The C.D. Howe Institute also pointed out 
the problems created by a net transfer of savings from Ontario to the rest of the country, 
which makes higher savings rates in Ontario tend not to benefit this province. The 
province should consider advocating a reorganization of federalism on a principle of 
subsidiarity, which would improve accountability and Ontario’s fiscal situation, and 


decrease distortions in the rest of Canada. 


Municipalities 


A few general points were made by witnesses, such as that municipalities need transfer 
payment information as early as possible, and need the opportunity to consult with the 
government of the allocation formula for the Municipal Support Grant. In response to 
a question, the Ontario Taxpayers’ Federation said that the consensus of taxpayers is that 
there are too many levels of government, and that upper-tier municipalities should be 


eliminated rather than expanded. Along with many other witnesses, the Federation also 
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expressed concern that taxpayers are not presently protected from municipalities raising 
user fees to replace all money lost in transfer payments; the Federation suggested that 
the province should enact legislation or regulations which will prohibit lower-tier 
governments from implementing user fees as an indirect tax grab. Municipalities should 
explore privatizing services as way of saving money in providing services. One witness, 
the Alliance of Seniors recommended that transfer payments should be restored to 


previous levels. 


A series of specific issues were raised: 


e The Ontario Good Roads Association recommended that expert knowledge 
available through the Ministry of Transportation (MTO) should remain available, 
especially to smaller municipalities, at no charge, and expresses concern 
regarding the copyright of MTO knowledge products. The Association also 
recommended that infrastructure inventory must play a role in determining 
Municipal Support Grant allocations, particularly as provincial highways are 
transferred to municipalities. Municipalities should have access to revenue from 
the fuel tax to maintain roads, and should be able to levy tolls on roads and 
bridges. In this connection, regulations under Bill 26 should be released as soon 
as possible. 


® The Canadian Association of Retired Persons recommended that municipalities 
should review zoning bylaws which prevent the building of granny flats. 


® The Advocacy Resource Centre for the Handicapped recommended that the 
province should provide minimum standards to municipalities for providing 
parallel transit systems for disabled people. The Older Women’s Network raised 
similar concerns, and United Senior Citizens of Ontario recommended that a 
provincial transit integration task force should be established. 


e The Ontario Provincial Police Association stated that the most cost-effective 
method of delivering police services is further refinement of the existing regional 
model rather than creation of a Greater Toronto Area "super-force." 


Colleges and Universities 


Friends of Ontario Universities presented information on provincial funding of 
universities, in the recent past and since transfer cuts, and advised that further cuts 
should not go beyond the $400 million proposed in the Common Sense Revolution. 


These cuts should only be made after consultation with universities and the community 
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about the role of higher education in an information economy, and after the partial 
deregulation of tuition. At the same time, the proposed "equal opportunity education 
fund" should be established, and the student loan system should be reformed, to be made 
an income-contingent repayment system, collected through the income tax system. Such 
a system will require negotiation with the federal government. The organization 
supports statements made in the November statement on such negotiations, and on a 
discussion paper on future goals for the college and university system, but recommends 


that such action should proceed quickly. 


The Council of Ontario Universities made very similar recommendations on announced 


cuts and student loans, and also recommended that: 


e beginning with the 1997-98 fiscal year, provincial grants to universities should 
be increased; 


e both standard and discretionary fees should be permitted to increase for the 
1997-98 school year and to vary according to program; 


e partial deregulation should be interpreted broadly, and many of the fee 
restrictions currently imposed on the universities should be eliminated; 


e the province’s universities should set aside 10% of any additional revenue from 
tuition increases for student aid; and 


e Ontario should develop a research strategy for the province which will encourage 
a greater use of university facilities with new monies made available to boost the 
province’s research capacity. 


The Ontario Confederation of University Faculty Associations also argued that spending 
on post-secondary education should be seen as an investment in future growth, in both 
human capital and research and development, and funded by the province. The 
Confederation was concerned about deteriorating access with the cuts, and also 
recommended improvements to the accountability of the system as addressed in the Task 


Force on University Accountability. 


The Association of Colleges of Applied Arts and Technology presented information on 


the accessibility, efficiency, accountability and ability to absorb announced transfer cuts 
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in the college system. Colleges are accessing new revenue sources but demand is 
increasing, the labour situation is unclear after the expiry of the Social Contract, and the 
system needs information technology. Equitable treatment of colleges within the 
education sector is essential for the college system. They also noted the serious effects 
the anticipated withdrawal of federal funding of training will have on the college system, 


effectively causing a double blow to transfer payments to colleges. 


Schools 


The Federation of Women Teachers’ Associations recommended that schools become 
the hub of a more integrated system of services to children, which could save money. 
The Federation also noted that the Alberta government recently reinstated funding for 
Junior Kindergarten, stating that such funding is equitable and cost-effective; the Ontario 
government should not cut such programs. The Association and the Ontario Coalition 
for Better Child Care cited American research which has found that every $1 spent on 
early education for at-risk children saves about $7.50 in future costs (in the education, 
welfare and justice systems). The Coalition advocated the long-term benefits of high- 
quality care: for both middle-class and high-risk children, for government services, in 
allowing parents to leave social assistance, and as a wealth creator. It also 
recommended that the province endorse Metro’s $33 million agreement with the federal 
government to fund a pilot project on new delivery models for child care. On this 
question, the Parliamentary Assistant to the Minister of Community and Social Services 
said that such an agreement does not appear to be as advanced as has been suggested in 
the media and that the province has had difficulty in its efforts to meet with the federal 
government to discuss the matter.’ The Coalition also noted that money spent on 
unregulated child care tends to go to the underground economy, leading to a revenue 


loss for governments. 


’This issue has been dealt with more recently in the press; Peter Small, "Federal $4 million may help day care," 
Toronto Star, 22 February 1996, p. A6. 
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The Ontario Public School Teachers’ Federation discussed the claim that per pupil 
expenditures in Ontario are higher than in other provinces, the value of preparation time, 
and administration costs. It also argued that any deprofessionalization of education 
programs will pose a serious threat to the quality of the school system. It recommended 
that the government should develop incentives to encourage joint ventures among school 


boards and other public institution in administrative areas and capital projects. 


The Ontario Public Health Association recommended that the School Breakfast Program 


be implemented as promised, in the 1996 Budget. 


The Canadian Association of Retired Persons believes that cuts to education will harm 
access, while the College of Teachers will create another level of bureaucracy; a better 
solution would be to amalgamate as many boards as possible. The Brampton Board of 
Trade recommended that boards should be operated more cost effectively, and some 
should be merged or eliminated. The province should require each school board to have 


the same, clear accounting and budgetary packages to increase accountability. 


On funding, the Alliance of Seniors recommended that education be funded by the 
province rather than through the property tax system. The Ontario Separate School 
Trustees’ Association made a series of detailed recommendations on funding of schools 
and proposals for reform. These emphasized provincial action to ensure that funding 
available to different school boards be as equal as possible, and that commitments 
already made by the province on capital improvements should be honoured. The 
Ontario Public School Boards Association made the same recommendation on capital 
improvements, and a series of recommendations on transfer cuts, emphasizing 
consultation and phasing in of the cuts. Ina written brief, the Ontario Secondary School 
Teachers’ Federation recommended that classroom funding be protected, the 1995 cut 
to grants to Ontario elementary and secondary schools be re-examined and that no 
further cuts to grants be implemented; they also had some specific recommendations on 
funding and recommended that an audit of school board expenditure patterns be 


conducted by the Ministry with any savings used to improve staffing levels. 
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The Ontario Taxpayers’ Federation recommended that the government mandate the 
replacement of the existing sick leave program with an insurance-based short and long 


term disability plan, with employees paying all or part of the premium costs. 


Hospitals 


The Ontario Hospital Association had a series of detailed recommendations on funding 
of hospitals, emphasizing that transfer payments to individual hospitals should be 
announced soon, and should consider the circumstances of the individual hospitals. The 
Association also recommended that the government facilitate capital and human resource 
planning and make a number of legislative changes, to the Hospital Labour Disputes 
Arbitration Act and the Pay Equity Act (to provide that "maintenance" is not required for 
a given group of employees once pay equity has been achieved for that group), and that 
legislation permitting hospitals to establish Crown Foundations be enacted as quickly as 


possible. 
PROGRAM SPENDING 


John Kellett, in his presentation, argued that while there are risks to cutting program 
spending, a tilting of the pendulum away from government intervention would now 
benefit the greatest number of Ontarians. The Retail Council of Canada expressed its 
support for the cuts that have been made, and stated that further cuts will be necessary. 
The Brampton Board of Trade recommended that any additional government spending, 
at any level, on programs must be funded from current budgets by reallocation of funds 
from existing programs, and also that all possible government services should be opened 
up to private tender. The Ontario Trucking Association supported the government’s 
deficit-cutting plan, and recommended that consumers of services should be consulted 


on which services are of greater or lesser value to them. 


The Retail Council of Canada recommended that financial assistance to business should 


be completely eliminated, and the Canadian Federation of Independent Business made 
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similar recommendations on eliminating subsidies, including training subsidies, banning 
non-profit competition on commercial ventures or at least changing the tax treatment of 
non-profits engaging in business, and halting competition with business by government 


and its agencies. 


The Federation of Women Teachers recommended that the government follow the 
European example of equitable, slow, thoughtful restraint of public expenditures, while 
the Ontario Federation of Labour and CUPE recommended that the spending cuts 
already implemented should be rescinded and replaced by a policy freezing program 
spending at its level when the government took office. Citizens for Public Justice made 


similar, but more detailed recommendations on spending priorities. 


The Interfaith Social Assistance Reform Coalition recommended the establishment of a 
Social Forecast concurrent with their fiscal forecasts to be tabled in the Legislature, and 
a Social Audit be undertaken regularly to evaluate the performance of public policies; 
the establishment of a provincial council mandated with the task of addressing the 
question of integrating social and economic policy; and continued support for social and 
community organization developing new approaches to addressing these issue. 
Similarly, the National Action Committee on the Status of Women said that the 
government should consider the impacts of women of their actions, and should consult 
more extensively. The Medical Reform Group opposes any further cuts to social 
programs; though they must be efficient and abuse curtailed, such actions have already 
been taken. OPSEU opposed privatizing public services and recommended that the 
government maintain and expand social programs and public services, including health 
care, child care, post-secondary education funding, and increasing the minimum wage, 
introducing a child tax credit for low-income families and studying the feasibility of a 
Guaranteed Annual Income for people with disabilities. OPSEU also believes the 
government should not privatize Hydro Ontario, the LCBO or TVOntario, and should 
provide adequate funding to maintain and expand the park system and conservation 


authorities. 
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The National Action Committee on the Status of Women stated that the provincial 
government is bound by international commitments made by the national government, 
specifically that cuts to government programs should not have a disproportionate effect 
on women. Women and children stand to lose the most from program cuts, while low- 
income women and children, in particular, will not benefit greatly from the proposed tax 


cuts. 


Health 


The Association of District Health Councils of Ontario, endorsed by the Ontario Public 
Health Association made a series of detailed recommendations on integration within the 
health system, which they believe will achieve substantial savings. Also on integration, 
the Association of Ontario Health Centres and drug companies recommended that the 
Ministry end "silo" budgeting, and base health funding decisions on cost-effectiveness 


criteria. 


The Ontario Public Health Association also recommended that the government: 


® set in place an annual report of the Health Services Restructuring Commission 
to evaluate the cumulative impact of the proposed changes on the subsequent 
economic and physical health of all members of the community; 


e make funding decisions which take individual community health service needs 
into consideration; and 


e continue to take existing planning and service structures and voluntary 
Organizations into consideration when making health system restructuring 
decisions. 


The Association also recommended that the Ministry of Health establish primary health 
promotion and disease/injury prevention priorities -- specifically heart disease, cancer, 
unintentional injuries and substance abuse -- based on health system cost and health 
enhancement. The Association of Ontario Health Centres made a series of similar 
recommendations on funding, specifically that $700 million be shifted to community 


services Over the next three years, from savings in other areas of the ministry’s budget, 
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Finally, Eli Lilly recommended that increased health education, as in a specific program 
for people with diabetes developed by the company, should be a priority for reallocated 


health spending. 


More generally, the Alliance of Seniors stated that the government should guarantee 
Ontarians all medical and hospital services without making arbitrary exclusions as to 
what procedures might be judged necessary by people other than the individual’s 
physician, and the Older Women’s Network is concerned that people are already being 


discharged prematurely from hospitals. 


The Ontario Medical Association provided an overview of the provision of physician 
services in the province and growth in utilization over recent years. The Association 
expressed concern that the government will compromise patient care by ad hoc 
restrictions on physician supply, recommended that the government should not spend 
health care money on programs that have not been demonstrated to be cost-effective and 
lead to overall system savings. It also argued that expenditure caps cannot be used 


indefinitely. 


In response to a question, the Association argued that one way of saving money would 
be to work together to define core services which should be funded by the public 
system, with other services to be provided privately. Similarly, the Canadian 
Organization of Small Business believes that some form of user fee or limitation of the 
scope of health coverage is required. The Association believes that primary care reform 
and technology issues can be developed in ways that will save money, as will smart 
card, patient education and rostering programs. The Association also said that incentives 
to go to underserviced areas would be a more effective way to deal with physician 


supply problems than forced relocation would be. 
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Prescription Drug Issues 


Possibly because of changes made to the Ontario Drug Benefit (ODB) Plan under Bill 
26, a number of witnesses discussed drug issues, particularly the proposal for user fees 


under the Plan. 


The Ontario Pharmacists’ Association made a series of recommendations they believe 
could save $150 to $400 million annually. Several of these dealt with improving 
prescribing practice and reducing drug wastage, while some dealt with the ODB 
program. They also recommended that the government establish a formal partnership 


with the Association in managing prescription drug policies in the province. 


A number of witnesses from senior citizens’ organizations, as well as the Income 
Maintenance Group, which represents disabled people on social assistance, recommended 
that drug user fees and co-payments should be scrapped. While the government should 
move to reduce or eliminate over-prescribing of drugs to seniors, a measure which 
would be a cost-saving and a life-saving measure, they argued that user fees are not 
effective in doing so, since they deter both appropriate and inappropriate use. The 
Canadian Association of Retired Persons also argued that the proposed income threshold 
for ODB dispensing fees is also too low, and there should be a maximum level of 
payments, as there is in other provinces. Finally, United Senior Citizens of Ontario 
argued that user fees tend to increase overall costs in the health care system, making the 


province less competitive with neighbouring jurisdictions. 


The Daily Bread Food Bank, addressing the other large client group eligible for ODB, 
said that drug user fees will come out of the very limited amount of money available to 


poor people, and will cut into money available for food. 


Seniors’ organizations made some suggestions as to other ways to save money in the 
health care system, including amending the Patent Drug Act to reduce the 20-year 


monopoly to five years (Alliance of Seniors); having lab tests done by hospitals rather 
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than private laboratories; educating the public on the cost of hospital services and the 
appropriate use of emergency rooms; and monitoring walk-in clinics (United Senior 


Citizens of Ontario). 


The Income Maintenance Group praised the government’s decision to extend the 


Trillium Plan to more low-income families. 


Glaxo Wellcome and Eli Lilly recommended that the government eliminate 
interprovincial duplication and increase harmonization in approving drugs to be covered 


under the ODB and provide greater transparency in the submission approval process. 


On other issues, the Canadian Association of Retired Persons also recommended that the 
government should not close hospitals, as envisioned in the Metro Toronto District 
Health Council restructuring report, and the Older Women’s Network recommended that 


municipal Homes for the Aged should not be privatized. 


Social Assistance 


A number of groups recommended that the government should restore social assistance 
rates to the level before the 1995 cuts. Some pointed out the adverse economic effects 
of removing this income from people who immediately spend it in the community, while 
others argued that the cuts were unfair in that higher-income people have been promised 
income tax cuts. The Food Bank’s presentation focused on the immediate effects of the 
social assistance cuts: an increase in use, an increase in the number of users with no 
income, a high level of anxiety among users, hunger among a majority of even those 
adults who do use the food bank, and people losing their shelter. He also noted that 
many food bank users have post-secondary education and had a strong attachment to the 
work force, but that their ability to return to work has been destabilized by the cuts. He 
recommended that rates be based on a market basket approach, with social assistance 


reflecting actual living costs. Similarly, the Older Women’s Network recommended that 
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people should be consulted on what a poverty level is, rather than using Statistics 


Canada Low Income Cut-off (LICO) amounts. 


The Income Maintenance Group pointed out that both disabled people waiting for 
GAINS-D and disabled children have been affected by social assistance cutbacks. If 
these children are placed in institutions, the overall cost to government will be higher. 
The group recommended that the government should eliminate employment disincentives 
from income and support programs, so that disabled people can go to work without the 


risk of losing programs that they may need. 
Community Services 


The Income Maintenance Group (IMG) and the Ontario Association for Community 
Living argued that a number of cuts already made by the government -- to community 
agencies, employment equity, pay equity, advocacy, colleges and universities, and 
changes to the vocational rehabilitation service (VRS) program -- have harmed people 
with disabilities. They recommended that the government should consider the impact 
that all policy decisions have on the lives of people with disabilities. The Advocacy 
Resource Centre for the Handicapped recommended that the government act on its 
promise of passage of an Ontarians with Disabilities Act, particularly since program cuts 


and repeal of the Employment Equity Act are harming people with disabilities. 


The Ontario Association had one major recommendation regarding services to people 
with developmental disabilities, that all Schedule I and II facilities for people with 
developmental disabilities should be closed by the year 2000, and these funds should be 
shifted to community-based services, and allocated to individuals through a direct 
funding system. It is important that such funding should be portable if the individual 
receiving support moves within Ontario. IMG made a similar point, and argued that 
there are significant opportunities for "win-win" changes that will benefit people with 
disabilities without costing more money. IMG recommended that the government must 


have a consistent definition of disability and a consistent approach to disability policy. 


4] 


The urgency of this question was emphasized in the presentation by the Advocacy 
Resource Centre for the Handicapped, which discussed the demographic pressures 


leading to an increasing need for services for people with disabilities. 


The Ontario Association of Residences Treating Youth, which represents for-profit 
residences providing services under the Child and Family Services Act (CFSA), 
recommended that all such services should be purchased on a fee-for-service per diem 
basis from all providers. They argue that this could save up to $30 million, by moving 
services from expensive providers, especially hospitals, to less expensive, and that group 
homes provide a better quality of life for hard-to-serve children. In response to a 
question, they said that such a funding shift could be made quickly (in six months to a 


year) and allow additional institutions to be closed. 


On other children’s issues, the Federation of Women Teachers’ Associations of Ontario 
recommended that the government should work to eradicate child poverty and give all 
children the opportunity to develop to their full potential. The Ontario Coalition for 
Better Child Care recommended that the province should work with the federal 
government to create a national child care program offering high quality, accessible, 
comprehensive child care services for all families who want to use them. The Coalition 
expressed serious concerns over the expansion of unregulated child care, and especially 


rumoured proposals to shift public funding to the unregulated sector. 


The Ontario Association of Children’s Aid Societies made a series of recommendations 
on how the government could facilitate restructuring in the children’s services field. 
Regarding child protection services, they recommended in particular that the government 
should rationalize the regulatory mechanisms affecting child welfare, promote a self- 
regulatory/accreditation model of accountability, develop of a funding formula for 
mandatory child protection services that links funding to legislation, regulation and 
standards of service, and have a single planning body for all children’s services. They 
pointed out that, with the end of the Canada Assistance Plan, there is no administrative 


reason to link children’s services with social assistance. 
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In addition, they pointed out that cuts in social assistance can lead to much higher costs 
in child protection and other social costs, and that cuts to a series of community supports 


have a cumulative impact on families which face multiple problems. 


On other social service issues, the Alliance for Seniors recommended that the 
government provide funding to care for the homeless. The Ontario Association of 
Interval and Transition Houses presented information on the cost to public services and 
society as a whole of violence against women, and argued that there is evidence that 
programs and protocols to address violence against women have measurable effects. 


They specifically recommended that: 


e the shelter funding formula be reviewed with a view to implementing 100% 
block funding of all services provided by shelters; 


e failing that, all funding for programs used by abused women and their children 
should be restored immediately; and 


e funding for women’s advocacy groups be immediately restored. 


In response to a question, the Association suggested that funding for such 


recommendations could be obtained from the Victims’ Assistance Fund. 


Housing 


Three groups, representing seniors, addressed housing issues. Two recommended that 
the government should not sell off public housing, should restore funding to co-operative 
housing projects, and should maintain rent controls. In response to a question, the 
Ontario Women’s Network expressed concerns about the effectiveness of a shelter 
allowance program. United Senior Citizens of Ontario also recommended that the 
Ontario Building Code should require smoke alarms and sprinklers for all collective 
living accommodations, and that every retirement home should be required to meet all 


of the safety requirements for public seniors’ residences. 
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Immigration 


The Ontario Coalition of Agencies Serving Immigrants made a detailed series of 
recommendations on funding for programs serving immigrants, provincial accreditation 
for qualifications received elsewhere, and fighting discrimination against immigrants, 
arguing helping new arrivals to Canada in the settlement process is cost-effective for 
government. Similarly, the Community ESL (English as a second language) 
Coordinators’ Committee of Greater Toronto recommended that the provincial 
government continue to provide basic funding for community-based ESL programs so 


that they can use their volunteers effectively. 


Justice Programs 


The Ontario Provincial Police Association argued that its responsibilities under the 
Police Services Act give it a high threshold of services that must be maintained. Budget 
reductions will lead to reductions in specialized investigative services to clients, since 
front-line services to rural residents cannot be reduced. The Association has already 
cooperated with the Ontario Provincial Police itself to reduce administrative costs, and 
argued that the OPP cannot go any further to reduce staff. They made a series of 
recommendations on administrative streamlining, and also recommended that the OPP 
should be able to access the revenue which it generates and that the government should 


maintain funding at current levels for all areas of law enforcement. 


The Police Association of Ontario made similar presentations, with a particular emphasis 
on the government’s promise not to cut police services, and called on the government 
to honour this promise. It also recommended that the government pay all costs incurred 
by police services, including the OPP, in responding to a public service strike, and 
suggested that communities who receive OPP services should pay a proportionate share 


of these costs. 
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The John Howard Society, in cooperation with other community corrections agencies, 
made a series of recommendations on temporary absence and parole programs which it 
expected would save $20 to $80 million per year. It emphasized that the provincial 
prison population is a relatively low-risk population, with sentences of less than 2 years 
(average sentence of 79 days for men and 52 days for women. It therefore 
recommended a more systematic approach, focusing funding and programs on offenders 
who are a risk to public safety and need intensive supervision. This would allow some 


prisons to be closed. 
Administration 


Regarding pensions, the Ontario Taxpayers’ Federation argued that the offer the 
government has made to OPSEU is probably too generous, but should be adopted if it 
will reduce the size of the civil service. The Federation also recommended that reform 
of the MPPs’ pension plan should entail a transfer of contributions made by MPPs, 
together with dollar-for-dollar matching contributions and accrued interest, to an RRSP. 
Similarly, the Canadian Federation of Independent Business recommended that the 
Ontario government adopt a policy whereby public sector employer pension contributions 
are brought in line with private sector norms via legislation. The Alliance, however 
recommended that the government should abandon layoffs and offer early retirement to 


provincial employees, and should protect the funding of the OPSEU pension plan. 


The Canadian Federation of Independent Business also recommended that the 
government create an expenditure review committee called the "Fat-finding 
commission," to review programs spending via a business impact test, as promised in 
the Common Sense Revolution. Finally, the Brampton Board of Trade suggested that it 
would save money to have one location where all Ontario licenses could be obtained. 


The Committee recommended that: 


13; The government should honour its commitment to address the issue of 
pensions for MPPs. 
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Capital Spending 


The Ontario Trucking Association and groups in non-residential construction strongly 
argued that capital spending should be accounted for separately from operating spending, 
and should be treated as an investment in the province as a whole. The Ontario Road 
Builders’ Association expressed strong concerns about recent low levels of spending on 
road maintenance. The Trucking Association also recommended that the Ontario 
government should advocate for a National Highway Policy, and ensure that fuel taxes 


collected in the province are at least partly spent in Ontario. 


OTHER 


The Alliance of Seniors recommended amending the Employment Standards Act to 
reduce the work week to 35 hours as a job creation measure, while the Ontario Coalition 


of Senior Citizens’ Organizations recommended using the act to limit overtime. 


Associations in the hospitality industry recommended that the government support the 
introduction of video lottery terminals (VLTs) in Ontario’s licensed food and beverage 
establishments. The hotel and motel association argued that they already exist in 
Ontario, and should be brought above ground and taxed. The restaurant association 
recommended that the government should move towards meaningful volume discounts 


in wholesale pricing of alcohol through reducing provincial mark-ups. 


Small business organizations recommended that access to capital for small businesses 
should be improved, particularly in situations where there are few fixed assets. The 
Canadian Organization of Small Business recommended that the government should 
consider a program like the start-up capital program in Quebec. Similarly, one witness, 
from Toronto Community Ventures, made a series of recommendations on community 
economic development, arguing that government should invest in a series of specific 
activities to encourage small-scale entrepreneurs. Innovative Products and Services, a 


small organization supporting young entrepreneurs, made very similar recommendations, 
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particularly on access to capital and centralized, convenient interactions with 


government. 


The Canadian Federation of Independent Business recommended that the Ontario 
Training and Adjustment Board be dismantled and replaced with a volunteer Advisory 
Board to the Minister of Education and Training, and that local boards should be 
restructured and operate on a cost-recoverable basis wherever possible. As a general 
principle, the beneficiary of improved opportunities realized through training should pay 


for the training. 
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SUMMARY OF RECOMMENDATIONS 


The government should honour its commitment to reduce the deficit and 
balance the budget by the fiscal year 2000-2001. (5) 


The government should find the necessary savings needed to balance the 
budget. (5) 


The government should define its priority roles, restructure in light of 
those priorities and focus its resources on those priorities. (5) 


The government should consider creative initiatives such as providing tax 
support through Crown foundations to assist various sectors in the 
necessary restructuring. (5) 


The government should reduce personal income taxes to stimulate job 
creation, investment and consumer confidence. (9) 


Job creation is an important criterion against which the Budget is 
measured. The government should honour its commitment to create 
725,000 new jobs between July 1, 1995 and December 31, 2000. (9) 


The government should bring equity and rationality to the property tax 
system in Ontario. (16) 


The government should proceed with its plan to reduce the Employer 
Health Tax burden on small and medium-sized businesses, Ontario’s 
largest job creators. (17) 


The government should continue to eliminate red tape and unnecessary 
regulation and reduce the barriers to investment. (28) 


The government should work with the federal government to end 
regulatory overlap by ensuring that only that level of government best 
suited to regulate a particular activity does so. (29) 


The government should honour its commitment to address the issue of 
pensions for MPPs. (45) 
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APPENDIX A 
Minority Opinions 


Liberal Supplementary Report 
On 
Pre-Budget Consultations, 1996 


Submitted To: 


Standing Committee on Finance and Economic Affairs 


Introduction 


The Liberal Caucus has very serious concerns about the direction the Harris Government is 
pursuing with the Common Sense Revolution and the impact of its plan on the fiscal health of 
the Province. 


The Government is clearly putting together a budget which attempts to demonstrate that the 
Revolution is working. We understand the desire to be able to say the expenditure cuts have 
been made, the tax cut is being delivered and the Common Sense Revolution is working. 


The problem will be that in fact the "Revolution" is beginning to bog down. The 
Government is cutting programs in health, classroom and law enforcement and they promised 
that would not happen. The promise of 725,000 jobs is beginning to vaporize. The 30 per 
cent tax cut clearly puts Ontario's fiscal management in very serious jeopardy in future years. 
Ontario is beginning to appreciate that the Government's plans are increasingly dividing the 
people of Ontario, they are also beginning to appreciate that the Government does not appear 
to be managing the plan with competence. 


We are providing two very simple recommendations to attempt to bring some order to the 
fiscal plan of the Government. 


i) The Budget should honour the following commitments from the Common Sense 
Revolution - "the plan guarantees full funding for health care, law enforcement and 
education spending in the classroom”. 


11) The Government should cancel its planned $5 billion tax cut in order to focus on 
dealing with the deficit. The people of Ontario are prepared to join together to fight 
the important battle of the deficit - but they are not going to join together if a 
majority of the expenditure cuts are used to fund the tax cut, especially when a 
majority portion of the $5 billion tax cut goes to families making over $90,000. 


The following is background information that lead to these recommendations. 
A. Fiscal_ Outlook 


i. Medium Term Fiscal Outlook 


The annual deficit targets in the Common Sense Revolution are the absolute key numbers for 
the Government and they will make certain they plan to hit or beat those numbers (although 
they will not hit their 1995/96 deficit target). The second key financial objective is to deliver 


on their tax cut promise and they will do that (or at least something resembling the promise). 


We should provide a note of caution. The numbers in this document have been developed by 
Liberal Research using publicly available information. The Harris Government has been very 
secretive about divulging information, including avoiding presenting a 1995/96 Budget (Ist 
time in history Ontario did not have a budget) and refusing to provide information given 
privately to credit rating agencies. 


Je 


Some of the key points to note in the Medium Terin Fiscal Cutlook are as follows: 


ib $650 million one time charges in 1995/96 and $300 million in 1996/97. The 


Government has indicated it plans significant employee severance costs in 1995/96 and 
we suspect these costs plus write-offs of non profit housing, student loans and 
development loans could be as high as $650 million and could take the 1995/96 
deficit $200 million over target. In total, in the CSR the Government said severance 
cost would be $600 million. 


Pee We expect the Government to begin its tax cut July 1, 1996 and implement it over 
three years. The fully annualized cost is at least $5 billion and probably closer to $6 
billion if they implement the full 20 point reduction. 


oy 1996/97 is the year when the widespread major expenditure reductions begin to hit and 
it will be felt most significantly in the public service, health and education sectors. 


4. Debt servicing costs are going to be substantially lower ($800 million) than the 
Common Sense Revolution had predicted because interest rates are somewhat lower 
and the CSR estimate was deliberately too high. 
Medium Term Fiscal Outlook, (§ millions) 
1994/95 1995/96 1996/97 1997/98 1998/99 

Tax Revenue - Before Cut 34,459 35,482 36,688 38,620 41,524 
Tax Cut -- -- 1,650 3,100 4,400 
After Cut 34,459 35,482 35,038 39,920 37,124 
Other Revenue 3,973 4,017 4,281 4,560 4,856 
Federal Government 7,607 7,669 5,900 5,200 5,000 
Total Revenue 46,039 47,168 45,220 45,280 46,980 


Expenditure - Operating 44,331 43,745 40,731 38,991 38,631 
Debt Servicing 8,006 8,869 9369 9,869 10,109 
Capital 3,831 3,412 3,000 3,000 3,000 


One-time charge 

Total Expenditure 56,168 56,226 53,400 51,860 51,740 
Deficit 10,129 9,508 8,180 6,580 4,800 
Debt 87.9 97.4 105.6 b12.2 117.0 


I. Debt and Deficits 


The Government plans to balance the Budget in fiscal 2000/01 (by March 31, 2001) and 
between now and then the province's debt will grow from $88 billion at the start of fiscal 
1995/96 to $119 billion. When Ontario entered the 90's, provincial debt was 14 per cent of 
GDP and public debt interest as a per cent of revenue was 9 per cent. When we exit the 90's 
the debt will be 32 per cent of GDP and public debt interest will be 22 per cent of revenue. 
While we disagree with the Government's fiscal plan, specifically the huge tax cut, we all 
agree on the need to move to a balanced budget. 


Common Sense Revolution Debt and Deficit Plan, (§ billions) 


Pea 89/90 ; 94/95 | 95/96 96/97 97/98 98/99 99/00 00/01 


Deficit J Birt ws.2 6.6 4.8 2.6 (0.04) 


Debt 105.4 112.0 116.8 ‘119.4 119.0 
Debt % of GDP eAk S20). 33:1 33.0 3222 30.6 
PDI % of Rev : L235 23.1 22.8 Zuo “uss 


I. Revenue Outlook 


Because of the planned tax cut and decreased Federal transfer payments, there will be a 
decrease in provincial revenue in both 1996/97 and 1997/98 and it will only be 1998/99 when 


revenue essentially returns to 1995/96 levels. 


Obviously, this raises the question of the fiscal merits of the significant tax cut, which the 
Government estimates will cost at least a total of $10 billion in forgone revenue over the 
next three years, at the same time the cumulative deficit in these three years is estimated to 
be approximately $20 billion. By cutting revenue the Government will be able to use the 
continuously high deficits (averaging $7 billion over the next three years) as a strong public 
tool to keep public opinion on-side for expenditure cuts. 


Having raised these concerns, it still appears clear that the Harris Government is totally 
committed to the tax cut and we expect to see the first half of the cut announced in the 
budget. 


The major revenue moves we expect in the budget are as follows: 


1 ut in personal incom -_likely starting July 1, 1996 and likely a 15 per cent (or 
so) reduction in the provincial level. In the campaign the promise was to reduce the 
rate from 58 per cent of Federal tax to 38 per cent of Federal tax over three years (34 
per cent reduction). That promise often was expressed as a 30 per cent reduction. 
We suspect they will cut the rate in the budget from 58 per cent to approximately 50 
per cent. The annualized cost of this is approximately $2.2 billion (8 points at $280 
million a point). 
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2: Eliminating eimpioyer health tax on first $400,000 of payroll - this decrease has 


already been confirmed and it will mean approximately $400 million in revenue 
reductions. 


a "fair share health care levy designed to generate million to "completel 


aes the $400 million lost by abolishing the payroll tax on small business". The fair 


share health levy is a levy as a per cent of income starting at 0.2 per cent for $50,000 
- $60,000 income graduating to 2.0 per cent for over $150,000 income. 


Because of the growing heat on the huge tax break for the most well off people, it 
may be that the Government will increase the "fair share health levy” at the upper 
income end to dampen the size of their personal income tax cut. 


4. Federal Government revenue is expected to decline by approximately $1,745 million 


in 1996/97 made up of $1,200 million transfer reduction, no fiscal stabilization versus 
$367 million in 1995/96 and $177 million less in the Federal Infrastructure program. 


Revenue Outlook 
1994/95 1995/96 1996/97 1997/98 1998/99 


Tax Revenue - Before Cut 34,459 35 ,482 36,688 38,620 41,524 
(% growth) (3.4) Oe) (7.5) 


Tax Cut 


After Cut 


Other Revenue 


Federal Government 


-- -- 1,650 


35,038 


4,281 
(6.5) 


5,900 


34,459 
3,973 


35,482 
4,017 


7,607 


7,669 


3,100 
35,520 


4,560 
(6.5) 


5,200 


4,400 
37,124 


4,856 
(6.5) 


5,000 


45,220 45,280 46,980 


46,039 


47,168 


Total Revenue 


IV. Expenditure Outlook 


Ontario is about to experience three years of wrenching change - much of it accomplished 
not through any form of co-operation but rather through a provincial government dedicated 
to mandating, legislating and ordering change. 


Much of the change will also break promises made by the Conservatives during the election 
campaign. The expenditure reductions are going to be much deeper than promised so the 
government can deliver on its tax cut. 


This plan will likely prove very divisive in Ontario, as a significant portion of Ontario will 
welcome the tax cut and line up to urge the Harris Government along its agenda. Those 
opposed to "The Agenda” will continue to be dismissed by the Harris Government as "special 
interests”. 
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a) Qverali Comment - The Harris Government is absolutely committed to drastic cuts in 
spending and nothing has happened so far to cause them to rethink their position. The 
demonstrations and the OPSEU strike simply seem to re-enforce their resolve to deep 
cuts - well beyond their campaign promise. Their goal is to cut $8 billion from a 
$49 billion budget (ex debt servicing costs). 


In 1998/99, the plan is to have spending at approximately $41 billion versus $49 
billion at the start of 1995/96. 


Probable Expenditure Cuts, ($ millions) 


November 29th Expenditure Cut Plan 


Fiscal 95/96 95/96 Cuts 96/97 Cuts 97/98 Cuts 98/99 Cuts 98/99 
Start Spending 


Operating 44,720 975 3,014 38,631 
Capital 4,244 832 412 3,000 
Total 1,807 3,426 1,740 | 
Total Cuts 1,807 5,233 6,973 7,333 


b. Expenditure Reductions By Spending Area 


The Harris Government has three more years of expenditure reductions, but the major change 
will occur over the next 18 to 24 months. We expect the focus to be on the following four 
areas: 


Is Ontario Public Service 


The Harris Government is absolutely dedicated to major changes, including a very significant 
“privatization” thrust for the Ontario Public Service. They have said they plan to cut this 


area by 33 per cent over the next two years and reduce the spending on government 
operations and administration from $4.2 billion to $2.8 billion in two years. We expect to 
see the Government move very quickly on this. In fact, they have indicated they plan to 
incur significant severance costs in the month of March 1996. Because this expenditure area 
is essentially "people:" costs, the question is what are the Government plans for employment 
levels? If they plan to reduce the staff by 13,000 positions, this is a 16 per cent reduction in 
the 81,000 current level. If they plan to cut costs by 33 per cent, this is a reduction of 
27,000 positions. The final number likely will be some point between the 13,000 they talked 
about in the Common Sense Revolution and the 27,000 that would cut the size by 33 per 
cent. 
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Of interest, while the Common Sense Revolution says "we will trim the direct provincial 
government workforce by 15 per cent - the equivalent of some 13,000, returning the 
system to approximately the size it was in 1985" - the fact is that the current direct 
provincial workforce is already at 1985 levels. The Harris Government intends to reduce the 
size of the civil service by somewhere between 13,000 (16%) to 27,000 (33%) meaning the 
level will be at 16 per cent and perhaps as much as 33 per cent lower than 1985. The 
Government also indicated during the election that they would provide $600 million in 
severance costs to manage the cuts. 


Also of interest is that it has been the "law enforcement” area where the growth has taken 
place in staff over the last ten years (+4,952 staff in law enforcement). If the Government 
does plan to exempt law enforcement from cuts, the rest of the civil service will face much 
bigger cuts. 


Staffing Levels 1995 versus 1984 


March 31, 1984 March 31, 1995 Change 


Law Enforcement 17,331 22,283 +4,952 
Health 12,263 11,192 -1,071 


Education 2,9116 2,609 -307 

Com Soc 11,508 9,493 -2,015 

All Other 36,990 35,674 -1,316 
81,251 


Zs Health spending has been-cut by approximately $1.5 billion (approximately 8 % 
with the bulk of the cuts coming in hospital spending ($1,165 million cut , approx. 18 
% cut). This cut in spending is a very clear broken promise by the Harris 
Government . They said during the campaign that "not a penny” of health care 
funding would be "touched". 


Bill 26 - the famous Omnibus Bill (we of course call it the Bully Bill) gave the 
Government the power to unilaterally close hospitals. We suspect the 18 per cent in 
hospital funding, plus the power to close hospitals with no right of appeal means we 
will see some very profound changes in health services in Ontario. We also suspect 
the public will begin to ask the Government why they did not honour their 
commitment to "not touch a penny of health spending”. 
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Education is the third area of expenditure where the Government i iS breaking their 


rom howin when m ir romi n V 
f how wer in implemen ir pl 


In elementary and secondary schools the Government announced a $400 million cut 
for 1996/97 and have said a further $600 million cut is coming. They have said that 
the $1 billion cut back can be accomplished "without touching the classroom”. 
Frankly, this is not true and the Government needs to acknowledge this. In fact, the 
Government has found their first $400 million cut impossible to manage without 
hitting the classroom and have backed off and decided to cut capital by $167 million to 
reduce the operating cut to $233 million instead of $400 million. The Government is 
off to a very dis-organized start on this expenditure area and looking somewhat 
incompetent. 


At the post-secondary level, things appear relatively quiet as the colleges and 
universities look to fee increases from students of 15 to 20 percent to make up for the 
provincial cuts in spending. 


The municipalities of ig have h ir million (48 % 
two years. So far they appear to be managing by reducing service and by imposing 
new fees or licence costs. Frankly, we suspect a fair bit of the tax cut will be eaten 
up in increased fees. 


The only maj r new pro w in the B 1 lan was expr 

in the CSR as follows: “Our Welfare Reform plan includes a commitment to invest 
$500 million (annually) in new and innovative programs to help those most in need 
and those who genuinely want a hand up not a hand out". 


While we have not heard any details of their plan, the Government did indicate that a 
Youth Job Corps plan, a"workfare" plan and a “learnfare" plan were part of the CSR. 


lower han i CSR faa pr vedi cted = 1996/ 7, Wea are not Micptised pects we had 


always felt the debt servicing cost estimate were high in the CSR, but nonetheless it is 
good fiscal news. 


3 
Three Year Expenditure Cut Plan 


Expn Cuts Based On Nov. 29 
Stnnt 


1996/97 1997/98 1998/99 98/99 Close 
Budget 


Health - Hospital 25999 
Drug 975 
All Other | 9,421 
Total Health 
Education - Elem/Sec 
College 
University 
All Other 
Total Education 
Com Soc- Soc Assis 
All Other 100 -- -- 
Mun & Housng - Grants taiZ 325 335 =~ 712 
All Other 306 - 3 


Total Mun & Housing 1,678 B25 33 1,018 
Govt Overhead 4,300 700 700 2,900 
, 3 2H 
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All Other 2,218 16 0 ~- 1,632 
Total Operating 43,745 3,014 1,740 360 38,631 
Capital 3,412 412 -- ~ 3,000 
Debt Servicing 8,869 -- a -- 10,109 


Total Expenditure or Cuts 56,026 3,426 1,740 360 51,740 


B. Th nom 


Ibs Key Economic Indicators 


Ontario's economic outlook calls for real growth in 1996 of 2.3 per cent and most 
people view that outlook as very fragile. After a very good year in 1994, we were 
expecting a strong 1995. Unfortunately 1995 was very disappointing with real growth 


of 2.1 per cent, slow job growth and housing starts at a 20 year low. 
The fear than many have is that the severe and widespread spending cuts imposed by 


the Harris Government will pour so much cold water on an already fragile economy 
that we might not realize even the 2.3 per cent real growth. 


Key Economic Indicators 


Real GDP (%) 3 BD oe Z.3 3.1 


Nominal GDP (%) 2.0 a}? ee | 3.8 4.8 
Housing Starts (M) 45.1 46.6 33.1 42.5 55.0 
Personal Income ($B) 252.4 258.1 266.4 274.8 286.2 


Source: November 29 Fiscal and Economic Statement 


2 Employment 
Unemployment continues to be the number one problem for Ontario and there is not any 


relief in sight for at least two years. The Harris Government is actually predicting the 
number of people unemployed will increase slightly in 1996 over 1995 and then slightly more 
in 1997 over 1996. The Harris Government predicts the labour force will grow faster than 
job growth in both 1996 and 1997 so the number of unemployed will actually increase. The 
Common Sense Revolution predicted total five year job growth of 725,000 from 1996 to 2000 
- an average of 145,000 jobs a year. However, we now find in the first two years, job 
growth will average 90,000, meaning job growth will have to average 180,000 jobs a year for 
the final three years - probably a difficult task when one considers total job growth for the 
period 1990 - 1997 will be 187,000 (26,000 per year). 
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Key Labour Market Data, (000s) 


Labour Force 5,692 5,707 wens. 5,823 5,924 
No. of Jobs 5,089 5,160 5,232 S315 5,412 


Year/Year Increase +88 , +81 +99 
No. of Unemployed 603 510 S12 


Year/Year Change -6 +2 
Source: November 29 Fiscal and Economic Statement 


Summary 


Ontario is experiencing a constant level of conflict between its Government and much of the 
population. Clearly the Harris Government is convinced they are right and those who 
disagree are wrong. The Liberal Party will try to play as constructive a role as we can 
during these turbulent times. We feel the Harris Government is taking a far too mean 
spirited approach and is compounding the problem with too many examples of incompetent 
management. 


The last time a Conservative Government balanced a budget was 1969 (The only balanced 
budget in the past 25 years was the final full year of the Liberal Government 1989/90 - 
according to the Provincial Auditor). During the final five year of the last Conservative 
Government the average deficit was $2.7 billion and the debt grew by $13.5 billion. This 
Government is predicting the average deficit for the next four years will be approximately 
$5.5 billion and the debt will increase by approximately $22 billion. 


Our concern is that the Conservatives with its huge cut in revenue will not put Ontario's 
fiscal house in order. 


Dissenting Report of NDP MPPs 
Standing Committee on Finance and Economic Affairs 
Pre-Budget Hearings 


The Fiscal and Economic Agenda 


Traditionally, the annual pre-budget consultation held by the Standing Committee 
on Finance and Economic Affairs begins with a presentation by the Minister of 
Finance. Over the past few years, the Minister has given the committee economic 
projections for the upcoming budget year. In addition, the committee is normally 
presented with economic growth and deficit projections covering the next few years. 
Thus, with the stage set, the committee members proceed with gathering further 
evidence from a wide cross-section of people, including expert witnesses. After the 
hearings have taken place, the committee submits a set of recommendations to the 
Minister of Finance. 


This year, the Minister of Finance spent most of the committee’s time looking 
backward rather than forward. His presentation focussed on spending, debt and 
deficit figures over the last ten years. He made the point that the debt in Ontario will 
reach $97 billion by the end of this fiscal year. The Minister did make one financial 
projection, however. He said that by the time the government balances the budget 
the accumulated debt will have grown to over $120 billion. 


The Minister reaffirmed his intention to balance the budget by 2000/01 and to go 
ahead with a cut to personal income taxes of 30%. Oddly, he refused to tell the 
committee members how this plan would affect the economy or the province’s debt. 
He does not have the numbers, says the Minister of Finance, but he believes that 
his plan will work. 


The lack of any real information from the government for the committee’s 
consideration shows that this government is not interested in a consultation 
process. They are not interested in what leading economists and the public have to 
say. The ideological belief of the Harris government dictates the plan. They do not 
want to be confused with the facts. 


In addition, the Minister appears to have no intention of consulting with the public 
as he prepares his first budget -- a tradition set by the former NDP government. 


It is not surprising that the government does not want to reveal what it knows 
about the economy to the public. The economy is fragile. As the eviaence presented 
to the committee shows, the government’s stated plait will cause eer more 
economic damage by creating more unemployment. Plus, the cost of the tax cut 
poses a very real threat to achieving the promised balanced budget. 


Using the most current economic data available and the government's scheme as 
outlined in the Common Sense Revolution, here are some facts. 


e The current unemployment rate for the province stands at 8.9% and the 
employment outlook is expected to continue to weaken over the next year. 


e Current economic growth is led by exports and therefore dependent on the 
economic strength of trading partners. 


e While there is some growth in exports, the overall performance is less than 
expected. GDP growth for 1996 is expected to remain low at 2.3%. 


e The domestic economy is weak marked by low consumer confidence and 
spending. Retail sales have declined by 1.5% over the past year. 


e By cutting personal income taxes to capture the tax savings published in the 
Common Sense Revolution, the government will lose $27.8 billion dollars in 
revenue by the year 2000. The same year the government promises to balance 
the budget. 


e The cost of such tax cut, which is to reduce the percentage of basic federal tax 
by 20 points, will add an extra $16.5 billion to the accumulated debt of the 
province. 


e Fully two-thirds of the value of the tax cut will go to the top 10% of income 
earners. 


The government enjoys telling people that because of the debt and associated 
interest costs, the province currently spends $1 million per hour more than they 
take in. What they do not tell the public, however, is that their plan for a tax cut will 
mean that in the year 2000 we will be paying an extra $4 million per day in added 
interest costs. 


The Evidence 


The key indication of good economic health is the number of people who have full- 
time permanent jobs. The more people employed, the more money circulating in 
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the economy creating more demand and more jobs. Ontazio’s euinloyment picture 
is bleak. Unemployment is high especially among youth and there is a real lack of 
permanent full-time jobs. The youth unemployment rate is a‘ 15.4% and there are 
more unemployed young people in Ontario today than there were a year ago. 


Each of the expert witnesses before this committee pointed to the current fragility of 
the Ontario economy. Each of the experts — including the government’s own 
witness from Canada Trust — said the Mike Harris spending cuts are having a 
negative impact on retail sales and on jobs, dragging down the overall economy. 


Current economic growth is slower than expected. One year ago the forecasters were 
predicting Ontario’s economy would grow by 4.5% for 1995. However, the 
performance was much less than expected. When the final figures come in, 1995 is 
expected to have experienced an increase in economic growth of only 2.5%. 


The primary reasons for the poor economic performance are cuts to government 
spending and little job creation in the private sector. The high unemployment we 
are experiencing in Ontario is causing people to have a lack of confidence in the 
future which keeps consumer spending low. 


“Ontario is attempting to downsize government's share of the GDP in the province 
at a time of relatively weak economic activity,” said the Canada Trust witness. “T 
think that this does run the risk of tipping the province into a period of sustained 
sluggish growth.” 


Further cuts to public services will result in further uncertainty as well as create 
even more unemployment. While all agree that the province must make some 
progress against the debt, the witnesses also agreed that the government must keep 
an eye on what effect their decisions have on the overall health of the economy. 


Some type of stimulus is required in the face of deep spending cuts. The economist 
from Infometrica Ltd stated, “It would seem to make more sense to proceed with 
some fiscal stimulus, rather than further tightening if the state of the Ontario 
economy is seen as a provincial responsibility.” 


The Tax Cut 

However, the economists disagreed over the type of stimulus that is necessary. 
Some favour a tax cut, while others note that deficit reduction is too important to 
risk the cut in government income that is produced by a cut to tax revenues. 


For example, later in the hearings, the economist from Canada Trust agreed that 
because of the impact of the spending cuts an economic catalyst is necessary. “It is a 
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cautionary red flag that has been raised, and I would stress that to me it underscores 
the reality that the tax cut is required to stimulate the economy.” Ou the other hand, 
the economist from the Royal Bank said, “I would certainly say that it would be 
more prudent to wait until you’re sure those deficit targets can be hit, especially 
given the fragility of the economy...” 


The economists disagree on the ability of the promised income tax cut to increase 
economic activity and thereby create more jobs. It was clear from the evidence that 
those that favoured a tax cut assumed that no further spending cuts are required. 
Therefore, those favouring a tax cut could talk about the stimulative effect without 
qualifying how much stimulus is necessary. Instead, they stated that a tax cut will 
provide a psychological boost to consumer confidence. Economic uncertainty has 
depressed consumer confidence. It stands to reason then that the uncertainty 
produced by even deeper spending cuts will negatively affect consumer confidence. 
The tax cut therefore, must be thought of along side of the spending cuts necessary 
to both balance the budget and make up for the loss in revenue. 


The problem with the tax cut as proposed by the Harris government is that while it 
provides some economic stimulus it does not make up for the downturn caused by 
the spending cuts. 


The former Executive Director of the Fair Tax Commission appeared as an expert 
witness at the committee hearings. He pointed out that because the wealthier pay 
more in income tax, the lion’s share of the benefit would go primarily to the 
wealthiest. The government’s proposal does nothing to change the tax and therefore 
does not ease the tax burden carried by middle and low income earners. Because of 
this basic fact, the stimulative effect of the tax cut is lessened. His analysis showed 
that more than half of the total cut would go to families with annual incomes of 


over $90,000. 


$5 billion given away does not represent $5 billion more circulating in the economy, 
increasing demand and increasing jobs. Only a small part of the benefit goes to 
people who spend most of their income in Ontario’s economy. The wealthy tend to 
spend extra disposable income on foreign goods and travel or the extra money ends 
up as savings. One of the reasons the 22% cut in welfare has had a devastating effect 
on the economy is that the poor spend every dollar that they have. Take their 
money away and less gets spent on retail goods. This point was made very clear by 
the economist from Canada Trust. 


Compounding this problem is the fact that the poor and middle class are the ones 

most adversely affected by the spending cuts. In other words, the people that spend 
all or most of their incomes are the ones that need to have their confidence in the 
economy boosted. However, they are getting hit with all the negative messages. Its 
hard to have confidence in the economy when you don’t have a job. 


+ 


The economist from the Fair Tax Coinmission also pointed out that there is a basic 
inconsistency in the Common Sense Revolution. The tax cut is portrayed in that 
document as costing just over $4 billion. However, a 30% reduction in income tax 
rates would cost $5 billion per year. Further complicating the issue is the fact that the 
benefit attributed to various income groups is in fact representative of a reduction of 
20 points from the basic federal tax. That cut would cost $6 billion per year in lost 
revenues. 


Putting it all together, he illustrated the combined effect of the spending cuts and the 
tax cut on the economy. Assuming that the government meets its deficit targets and 
that the tax cut is a 30% reduction in rates, he compared the job loss from cuts 
against the jobs gained from a tax cut. The result is a negative one. The tax cut does . 
not make up for the spending cuts. While the tax cut might produce an increase of 
50,000 jobs, the cuts to government programs and the public service could cause a 
loss of 145,000 to 175,000 jobs. The combined impact is a net loss of anywhere from 
95,000 to 125,000 jobs. 


Add this with the fact that the Common Sense Revolution places the creation of 
725,000 new jobs by the year 2000 as its overriding priority. Already we know that the 
economy is at risk of recession and jobs are at stake. 


Balancing the Budget 


The tax cut outlined by Mike Harris in the Common Sense Revolution will cost far 
more in lost revenues than he predicted. At a time when revenues are weaker than 
expected because of sluggish growth, cutting as much as $5 billion per year is reckless 
when the primary financial challenge is to balance the budget. In order to balance 
the budget as promised the government has to cut even more than they have 


already announced. 


So far, the government has announced spending cuts that are at least worth $4.5 

billion but could reach a value of $5.5. billion depending on how they are executed. 
The government's deficit projections, however, are more modest than this level of 
cut would indicate. They have left room on the balance sheet to make up for a loss 


in revenue. 


However, preliminary analysis shows that they have not left enough room. As 
shown below, these spending cuts leave extra fiscal room ranging between $1.2 
billion and $2.2 billion in each of the next four years, but it almost disappears by the 


fifth year. 


Fiscal Room from Spending Cuts 
(figures in billions) ~ 5-Year 
1996/97 1997/98 1998/99 1999/00 2000/01 Total 


Deficit Target -$8.2 -$6.6 -$4.8 -$2.6 $0.0 $222 
Potential Deficit w/o Tax Cut -$7.0 -$4.4 -$3.0 -$1.4 +$0.3 $15.5 


Fiscal Room $1.2 $2.2 $1.8 $1.2 $0.3 $6.7 


The economist from the Royal Bank said in his presentation that there is room for a 
tax cut of approximately $2 billion but by the time it is implemented there would 
have to be further cuts of about $1.7 billion. 


However, the tax cut outlined in the Common Sense Revolution will cost close to 
$3 billion in the first year. The government has said that half of the tax cut will be 
given out in the first year they introduce it. The rest will take two more years to 
implement. By the time the full 30% reduction is achieved the cost will grow to $6 
billion. All of this means that the government has to cut another $5 billion to $6 
billion in order to pay for the tax cut and stick to its deficit targets. 


An important consideration is that these numbers assume that taxes, other income, 
and other revenues will grow at a modest rate averaging 4.4% over the next five 
years. If the economy does not do that well, the fiscal room disappears because tax 
revenue will be less than expected. If that happens the government will have to cut 
even more, or allow the deficit to climb. 


The addition of further cuts throws even more uncertainty on the ability of the tax 
cut to provide enough growth in the economy for more job certainty. 


The Cuts 


While the tax cut will benefit the most wealthy, the spending cuts have the biggest 
impact on women, children, the poor, the disabled the elderly and the sick. 


The Common Sense Revolution makes a commitment to protect health care 
spending, classroom education and law enforcement while eliminating the deficit 
and cutting taxes. 


However, Mike Harris has broken these promises and he is hurting thousands of 
people because his fiscal plan requires deeper cuts than he was willing to talk about 
in an election campaign. 


The committee heard from many witnesses representing vulnerable groups. As was 
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pointed out by these representatives the cuts are resulting in increasing numbers of 
people losing their homes, increasing nunbers of families in shelters and increasing 
numbers going to food banks for help. 


All of this has a further negative effect on the economy in lost productivity and 
increasing dependence on government programs. 


For example, a joint report prepared by The Ontario Social Safety Network and the 
Social Planning Council of Metropolitan Toronto showed how cuts to day care and 
social assistance cause some single mothers to give up their education in order to 
find any job. However, the job they find will not provide the kind of secure and well 
paying job that they might have found with increased training or education. 
Therefore, they end up paying less in taxes and increase the chance that they will 
need some kind of government assistance in the future. 


The Federation of Women’s Teachers stated in their brief that the government's 
agenda will increasingly hurt children as they increase levels of poverty. 


The government says the cuts they have taken are for the benefit of our children 
and future generations. But, the teachers pointed out that “These children cannot 
concentrate enough to hear what our members are trying to teach them, How could 
they concentrate when they are suffering more stress than any adult should ever 
have to face. Poverty strips human beings of their dignity. Poverty robs these 
children of their future.” 


Furthermore, the cuts to education and specifically early childhood education 
frustrate attempts by the teaching profession to increase the productive potential of 
our future workforce. 


Groups representing seniors and the disabled implored the government to keep its 
commitment to them. The Common Sense Revolution promises that “Aid for 
seniors and the disabled will not be cut.” 


But, the government has broken this promise too. Transit for the disabled has been 
cut, pay equity has been chopped, user fees for drugs will take effect on June 1 and 
employment equity has been dropped. 


Seniors are particularly concerned about the cuts to health care, the new user fees for 
drugs and the cuts to affordable housing. 


In the Common Sense Revolution, Mike Harris promised there would be “No new 
user fees” and that health care funding would be “protected”. So far, the 
government has cut $2 billion from health care over the next three years. Seniors 
and social assistance recipients will have to pay user fees for drugs and hospitals will 
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close. 


The government likes to characterize the point of view expressed by these groups as 
self-interested. They do not listen to groups representing women, children, the poor, 
the disabled the elderly and the sick because they are called “special interests.” 
However, that list represents the majority of the population. Again, over half of the 
value of the tax cut will go to people who earn over $90,000 a year - 13% of the 
population. Mike Harris simply chooses the interests to whom ke will pay attention. 


Ideology 
The government is asking the people of Ontario to take an ideological leap of faith. 


All the economists agree that the spending cuts have cost jobs and will continue to 
cost jobs. They also agree that the tax cut will create some jobs. Some say not 
enough jobs, others say that they believe the tax cut is good. Those that believe say 
that you can’t measure the fact the everybody will be feel more secure. This is an 
argument grounded by belief not evidence. 


The government and its supporters point out that both debt levels and taxation rates 
are too high in Ontario. Therefore, both must be reduced. Since debt and taxation 
are the problems, they argue that the problem is solved simply by reducing both. 
They choose to ignore what happens along the way. 


By the time they eliminate the deficit and reduce personal income taxes by 30%, we 
will have a much different economic scenario in Ontario. A lower debt and lower 
taxation will not help the fact that thousands remain unemployed. In three years, as 
many as 125,000 jobs could be lost from the government’s actions which doesn’t 
include the fact that they have done nothing to create new jobs. 


And, our social safety net may lie in ruins. Generally, everyone acknowledges the 
importance of safe communities, a healthy population and quality education for the 
economic and social health of the province. But these once celebrated characteristics 
of Ontario are increasingly threatened as the cuts take their toll and the government 
remains committed to the tax giveaway. 


The NDP caucus chooses to pay attention to what the effect of the government's 
actions would be. We choose to be responsible and consider the state of the Ontario 
economy a provincial responsibility. 


Recommendations 


Specifically, we oppose recommendations 2 and 5, because we believe that what the 
committee heard from experts and other witnesses makes clear that the government 
should move in a different direction. 


Recommendation 2 urges the government to “find the necessary savings to balance 
the budget.” 


Ms. Lankin and Mr. Silipo believe this recommendation shows no understanding of 
the importance of growth in the economy, of job creation, in achieving a balanced 
budget. It fails to take the balanced approach to deficit reduction that would best 
serve the people of Ontario. 


Expert witnesses told the committee that the government’s tax cut plans cannot be 
expected to lead to large-scale job creation. The committee should be 
recommending a balanced plan of deficit reduction that includes stimulation to 
create jobs. 


Recommendation 5 urges the government to reduce personal income taxes. 


Ms. Lankin and Mr. Silipo believe that this recommendation makes a striking 
contrast with the committee report itself, which cites expert opinion that the job- 
creating effects of an income tax cut will be offset by the negative effects of the 
government's drastic expenditure cuts. 


The NDP members believe strongly that the pre-budget hearings demonstrate that 
the government is heading in the wrong direction when it breaks campaign 
promises with cuts to health care and education in order to fund an irresponsible tax 


cut. 


The committee heard from witnesses that Ontario’s economy is in fragile condition, 
and risks being tipped into recession by the government's cutbacks. News of tens of 
thousands of layoff notices in the public sector is undermining consumer 
confidence, and making it less likely that the economy will generate the jobs we 


desperately need. 


Witnesses also made very clear that a tax break to the wealthy will not all return to 
the economy in ways that create jobs. 


This recommendation simply disregards what coimmittee members heard, but 
instead encourages the government to continue on its dangerous path. 


Frances Lankin, MPP 
Beaches-Wocabine 


Tony Silipo, MPP 
Dovercourt 
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APPENDIX B 
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phe sagan aa 


oe - Peay ay ok Pete 


a rt ak 7 c 
“a ns = Vy _ ie 7 
ae y 


Be rs aia 


se =- 


Tony Sdine,: MPP 
Devercuvtt 


« 
o— 


& MIGMS9GA | ei 


geninuno? ore sete greene: seanantiVy 7 
* | : 


WITNESSES 


Organization/Individual 


Association of Colleges of Applied 
Arts and Technology of Ontario 


Ontario Coalition of Senior Citizens’ 


Organizations 


Association of District Health 
Councils of Ontario 


Ontario Secondary School Teachers’ 
Federation 


Association of Ontario Health 
Centres 


Alliance of Seniors to Protect 
Canada’s Social Programs 


Advocacy Resource Centre for the 
Handicapped 


Brampton Board of Trade 
Bank of Nova Scotia 


Board of Trade of Metropolitan 
Toronto 


Canadian Automobile Association 
Ontario 


Canadian Bankers Association 
C.D. Howe Institute 


Canadian Federation of Independent 
Business 


Canadian Chemical Producers’ 
Association 


Date of Appearance 


February 15, 1996 
written brief 
February 6, 1996 
written brief 
written brief 
February 8, 1996 
February 8, 1996 


February 13, 1996 
February 15, 1996 (expert witness) 


February 15, 1996 
February 12, 1996 


February 15, 1996 
February 14, 1996 


February 6, 1996 


February 7, 1996 


Organization/Individual 


Council of Ontario Construction 
Associations 


Canadian Life and Health Insurance 
Association 


Canadian Manufacturers’ Association 


Canadian Organization of Small 
Business 


Council of Ontario Universities 
Citizens for Public Justice 

Canada Trust 

Canadian Union of Public Employees 


Canadian Association of Retired 
Persons 


Community ESL Coordinators’ 
Committee of Greater Toronto 


Canadian Mental Health Association 


Canadian Film and Television 
Production Association 


Daily Bread Food Bank 
Eli Lilly Canada 


Federation of Women Teachers’ 
Associations of Ontario 


Friends of Ontario Universities 
Glaxo Wellcome 

Hugh Mackenzie 

Income Maintenance Group 


Informetrica 


Date of Appearance 


February 7, 1996 


February 8, 1996 


February 12, 1996 


February 8, 1996 


February 12, 1996 


February 12, 1996 


February 15, 1996 (expert witness) 


February 12, 1996 


February 14, 1996 
February 14, 1996 


February 14, 1996 


February 13, 1996 


February 8, 1996 
February 14, 1996 


February 8, 1996 


February 6, 1996 


February 12, 1996 


February 14, 1996 (expert witness) 


February 6, 1996 


February 6, 1996 


Organization/Individual 
Innovative Products and Services 


Interfaith Social Assistance Reform 
Coalition 


John Howard Society of Ontario and 


other community corrections agencies 


John Kellett 
Municipal Electric Association 
Medical Reform Group 


National Action Committee on the 
Status of Women 


Ontario Arts Council 


Ontario Association of Children’s 
Aid Societies 


Ontario Association for Community 
Living 


Ontario Association of Interval and 
Transition Houses 


Ontario Association of Residences 
Treating Youth 


Ontario Council of Agencies Serving 
Immigrants 


Ontario Coalition for Better Child 
Care 


Ontario Chamber of Commerce 


Ontario Coalition of Senior Citizens’ 
Organizations 


Ontario Confederation of University 
Faculty Associations 


Ontario Federation of Agriculture 


Date of Appearance 


February 7, 1996 


February 13, 1996 


written brief 


February 13, 1996 
February 8, 1996 
February 14, 1996 


February 8, 1996 


February 6, 1996 


February 15, 1996 


February 6, 1996 


February 12, 1996 


February 13, 1996 


February 13, 1996 


February 8, 1996 


February 15, 1996 


written brief 


February 14, 1996 


February 14, 1996 


Organization/Individual 

Ontario Federation of Labour 
Ontario Good Roads Association 
Ontario Hospital Association 
Ontario Home Builders Association 
Ontario Hotel and Motel Association 
Ontario Mining Association 

Ontario Medical Association 

Ontario Natural Gas Association 
Ontario Pharmacists’ Association 
Ontario Public Health Association 
Ontario Provincial Police Association 


Ontario Public School Boards 
Association 


OPSEU 


Ontario Public School Teachers’ 
Federation 


Ontario Restaurant Association 
Ontario Road Builders’ Association 
Ontario Social Safety Network 


Ontario Separate School Trustees’ 
Association 


Association of Canadian Distillers 
Ontario Trucking Association 
Ontario Taxpayers Federation 


Older Women’s Network 


Date of Appearance 
February 6, 1996 
February 6, 1996 
February 8, 1996 
February 6, 1996 
February 13, 1996 
February 13, 1996 
February 14, 1996 
February 14, 1996 
February 7, 1996 
February 14, 1996 
February 13, 1996 


February 15, 1996 


February 7, 1996 


February 15, 1996 


February 7, 1996 
February 8, 1996 
February 7, 1996 


February 13, 1996 


written brief 
February 12, 1996 
February 13, 1996 


February 13, 1996 


Organization/Individual 

Police Association of Ontario 

Paul Duffy 

Royal Bank of Canada 

Retail Council of Canada 

Sun Life Assurance Co. of Canada 
Toronto Community Ventures 


Toronto International Film Festival 
Group 


United Senior Citizens of Ontario 


Date of Appearance 


February 15, 1996 
February 12, 1996 
February 15, 1996 (expert witness) 
February 12, 1996 
February 12, 1996 
February 6, 1996 


February 12, 1996 


February 8, 1996 
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